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HE winner of our prize letter contest and: the prize 

winning letter will be found announced on page 99 of 

this issue. Many letters were received and it was a diffi- 

cult matter to decide upon the winner. A number of 
other letters submitted in the contest of unusual merit are also 
published in this number. For details of the next contest see 
page 99. The winner will be announced in March. 


Mucu has been written in favor of service charges from the 
banker’s viewpoint. Bankers are almost universally convinced 
that service charges are necessary to safe and profitable banking, 
but here on page 11 will be found Mr. John Q. Publie’s viewpoint 
and a clear exposition of why he thinks high service charges unwise, 
unfair, and in the last analysis contrary to the best interests of 
both the banker and the depositor. In “The Case Against High 
Service Charges” Ricuarp A. LEsTER contributes a temperate 
and thoughtful article which every banker should read in order 
to better appreciate and understand public objections to high 
service charges. 


Own PAGE 49 will be found an article by ELmer H. Youneman 
entitled “A Bank—What It Is and What It Does.” This article 
is not intended for bankers, but to furnish bankers with informa- 
tion to pass on to their depositors. A clearer idea of the problems 
of banking and the actual functions of the bank on the part of the 
public should go a long way to dispel the distrust and ill-will which 
has been such a dangerous factor in the banking situation during 
the present crisis. Reprints of this article in pamphlet form will 
be available for those who are interested, 


On PAGE 25 will be found the second of a series of articles on 
financial merchandising by L. Douc.as Merepiru. In this series 
Dr. Meredith will deal exhaustively with the various processes by 
which banks sell their services to the public. The present install- 
ment describes the development of financial merchandising from: 
its earliest beginnings down to the present. 


{Continued on page xiv} 
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If you are planning a new bank 
building, you ought to read... 


The Fundamentals of Good 
Bank Building 


By ALFRED HOPKINS 


Specialist in Bank Architecture 


It gives you complete information 
in regard to every phase of bank 
building; aids you in carrying 
out your own pet ideas ; and sug- 
gests to you other ideas which 
have proven successful and which 
you might otherwise neglect. 


Written in a fresh and informal 
style, the book has the rare com- 
bination of being both entertain- 


ing and profitable. 





It is profusely illustrated, and 
attractively printed and bound. 


ORDER BLANK—— 


BANKERS PUBLISHING COMPANY Send for 
Book Dept.—465 Main St., Cambridge, Mass. 

You may send me postpaid for examination “The Funda- a copy 
mentals of Good Bank Building,” by Alfred Hopkins. 

Within five days after its receipt I will send you $7.50 in 
full payment or return the book. on 


approval 
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ON PAGE 59 will be found another one of CurHBEertT LEE’s able 
articles on personal trust administration. In this number he takes 
up the various problems involved in accepting and administering 
insurance trusts. Among the important points which he discusses 
is the question of changing the beneficiary of the policies placed 
in the trust; whether the trust is revocable or irrevocable; the 
question of assignment; essential records to be kept to avoid losses 
through failure to pay premiums when due, failure to learn of the 
death of the grantor, ete. Mr. Lee’s book on personal trust 
administration was published January 1 and is being well received 
by trust officers all over the country. 












ON PaGE 14 appears the fourth article by FREDERICK MUELLER, 
JR., in his series on losses in bank earning assets. Mr. Mueller 
discusses the bond account with particular emphasis on Govern- 
ment obligations. ‘Tendencies in bank investment policy during 
the past decade are discussed and cogent reasons are given why 
Government bonds should play such an important part in the 
efficient bank’s investment portfolio. 




















IN AN ARTICLE beginning on page 65, K. C. Karartia, a resident 
of India, discusses the recommended plan for a central bank for 
India, and points out his objections to the plan as proposed. 
Mr. Kataria was educated in the United States and holds degrees 
from the University of Illinois and Columbia. His three main 
objections are that the proposed bank will not be a central bank 
in any true sense since it does not stand ready to discount the 
bills and stand back of the “indigenous” joint stock banks of the 
country; it ties India to the pound sterling of Great Britain and 
thus makes it subservient to London interests; it does not provide 
any means for limiting the holding of shares to natives of India. 





AN INTERESTING illustrated article on the history and present 
operations of the Banco di Sicilia appears on page 89. What an 
important part this bank has played in the economic development 
of Sicily will be seen from a reading of this article. 
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United States 
Trust Company of 


Condensed Statement, January 1, 1934 


Cash on hand, in Federal Reserve Bank and Due 


$89,225,866.91 


$29,102,559.70 


$89,225,866.91 


$21,164,795.07 
5,000,000.00 
11,359,955.00 
780,000.00 
5,072,500.00 
32,258,496.56 
4,294,055.42 
6,719,784.83 
2,000,000.00 
576,280.03 


$ 2,000,000.00 
24,000,000.00 
3,102,559.70 


58,792,461.81 
300,000.00 
928,918.75 
101,926.65 
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Editorial Comment 
THE REJECTED BANKING CODE 


HE banking code, which was to 

have gone into effect in New York 

on January 1, has been held up 
for the approval of Gen. Hugh S. John- 
son, National Recovery Administrator. 
In delaying the operation of the code, 
General Johnson was quoted as saying: 
“If the New York banks want to com- 
mit suicide, no one is going to worry 
very much about it.” He added that his 
chief interest was for the public pro- 
tection. 

There are many provisions of the 
code designed to correct abuses that have 
grown up in the banking business, and 
if these provisions are adopted and ob- 
served the safety and profit of bank op- 
erations would be increased. 

Perhaps the feature of the code Gen- 
eral Johnson had in mind when he em- 
ployed the picturesque language ascribed 
to him was the one relating to service 
charges. This is by no means a new 
question. For a long time banks have 
been convinced that they were rendering 
a lot of free services that should be paid 
for, and that they were carrying bal- 
ances on depositors’ accounts in many 
insufhcient to compensate for 
handling the accounts. This difficulty 
the code would remedy by a graduated 
series of service charges. 

The viewpoint of the depositor is apt 
to be something like this: he sees the 
banks housed in magnificent buildings, 
luxuriously furnished; he reads of large 
salaries and bonuses paid bank officers; 
he understands that the banks are doing 
business largely on money furnished by 
himself and other depositors; that the 
bankers can lend several times the 
amounts which the depositors put into 
the banks in the form of cash or its 
equivalent, and he does not see the jus- 


cases 


tice in penalizing him for furnishing a 
large share of the bank’s operating 
funds. 

These views the bank would regard 
as one-sided and figures could be shown 
proving—to the satisfaction of the bank, 
if not to the depositor—that his account 
instead of being a source of profit to the 
bank was a source of loss. In fact, that 
the depositor was receiving free a lot of 
valuable services for which he ought to 
be willing to pay. 

There may be some quibbling in each 
of these contentions, and they may be 
dismissed as being relatively unimpor- 
tant. 

Larger issues are involved in this 
question. In the first place, should the 
imposition of these service charges cause 
heavy withdrawals from the commercial 
banks and a greater use of cash, not only 
would more currency be called for, but 
very likely buying would be curtailed at 
the very time the Government is greatly 
concerned to increase it. Checks are 
drawn, especially for large amounts, 
rather more readily than cash is paid out. 

The drawing of codes is a favorite 
occupation of many gifted minds. Al- 
most any one of us feels entirely capable 
of formulating a code for the complete 
regulation of society. The deuce of the 
matter is that the people to whom the 
code is applicable are cantankerous and 
balky. They are nonconformists. It 
may be so with the bankers’ code. In 
drawing it perhaps too much thought 
was bestowed upon the banks and not 
enough on those who deal with banks. 
After all, the code does not affect checks, 
drafts, money, so much as the people 
who are the banks’ depositors. 

A prominent San Francisco banker, 
and a former president of the American 


1 
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Bankers Association, once declared that 
the expense of handling accounts should 
be allocated to capital charges, and not 
to the depositors, which is another story. 


SOME UNIQUE PHASES OF ‘THE 
DEPRESSION 


RIOR to the experiences of the 

year just closed it was common to 

hear it said that the depression 
which followed the panic of 1929 was 
marked by characteristics for which 
there was no precedent. No doubt the 
depression was one of great severity and 
perhaps of unprecedented extent, for it 
was practically world-wide. But it dis- 
played the characteristics common to all 
such phenomena. There was nothing 


peculiar to it that set it apart from other 
like experiences in our history. 

But while from 1929 te 1932 the de- 
pression was not of an exceptional char- 
acter, the year 1933 changed its aspect. 
This change was not so much due to the 
behavior of the depression itself as to the 


unusual and somewhat belated attempts 
made by the Government to check its 
progress. As pointed out by Alexander 
D. Noyes, financial editor of The New 
York Times: 

“Aside even from the quite unprece- 
dented relief measures introduced at 
Washington, the past year’s currency ad- 
ventures have set it wholly apart from 
all similar twelve-month periods. To 
show the truth of this conclusion, it need 
only be mentioned that 1933 was the 
first occasion in American history when 
the country abandoned its money stand- 
ard at the ending of a depression; the 
first in the world’s history when any 
country has thus surrendered except 
under stress of absolutely compelling 
circumstances; the first time in United 
States history when an explicit contract 
in its Government bonds has been pub- 
licly and deliberately repudiated; the 
first in which the national administra- 
tion has adopted currency depreciation 
as a policy. 

“Every one knows that a body of in- 
ference exists which holds (no doubt 
sincerely) that each of these actions was 


a paramount necessity; that, unless each 
and all of them had been invoked, the 
country would have been plunged dur- 
ing 1933 into an absolutely bottomless 
pit of economic chaos. But the major 
premise of the theory obviously is that, 
in default of such governmental tour de 
force, economic depression would have 
continued to the end of time, or until 
that occurrence pictured by solicitous 
but very vague imaginations, the “‘down- 
fall of civilization. As to this, it may 
be remarked that the supposition runs 
counter to all human instinct and all 
past human experience. It will also pos- 
sibly be recalled that precisely the same 
contention was urged, under closely sim- 
ilar circumstances, for Bryan’s platform 
in 1896, for repeal of the Specie Re- 
sumption Act in 1877, for fiat money 
and gold-contract repudiation in 1868; 
that the demand was on each occasion 
overwhelmingly rejected, and that the 
subsequent return of new prosperity is 
on each occasion on the record.” 

To much the same effect is the follow- 
ing, from the admirable series of articles 
by Prof. O. M. W. Sprague, published 
in the New York Herald Tribune: 

“When one looks back upon recovery 
from past depressions it is not possible 
to explain exactly why recovery began 
at some particular moment or to meas- 
ure precisely the relative importance of 
the conditions and _ influences that 
brought it about. It is significant, how- 
ever, that past revivals from depression 
were not preceded by the adoption of 
unusual monetary policies.” 

If recovery would have taken place, 
and in the same period of time, without 
resort to all these extraordinary expedi- 
ents, their employment may be set down 
as a grave mistake, for some of them are 
quite obviously desperate remedies and 
likely to plague the country for a long 
time to come. There is history to sup- 
port the view that the country would 
have recovered, and perhaps as soon, 
without resort to measures of exceed- 
ingly doubtful propriety. But there is 
also quite recent experience to indicate 
extreme impatience with the situation, 
and an almost irresistible demand for 
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prompt and vigorous action. To have 
resisted this tendency would have re- 
quired a high degree of courage and 
wisdom. Had the situation grown 
steadily worse, contrary to _historicai 
precedent, without recourse to the meas- 
ures under consideration, the popular 
wrath would have been overwhelming. 

The best time to render a ship sea- 
worthy is before its voyage is begun, 
not at sea in the midst of a storm, nor 
even after it has been battered by the 
elements. 


RENEWAL OF SILVER 
CHASES BY THE 
GOVERNMENT 


N December 21 the President 
issued a proclamation authoriz- 


ing the annual purchase by the 
Government of some 24,421,410 ounces 
of silver mined in the United States, 
subsequent to the date named. The 


PUR- 


metal purchased to be coined as to one- 
half in silver dollars which will be paid 


out to those tendering the bullion, and 
one-half to be retained by the Govern- 
ment as seigniorage. As the statutory 
value of the dollars is $1.29, the price 
which those offering the bullion will re- 
ceive will be one-half that figure, or 
6414, cents, which was about 2114, cents 
above the market price ruling at the time 
the proclamation was issued. 

This action was taken by the Presi- 
dent to carry out an agreement reached 
at the London Economic Conference. 
The arrangement is to continue for four 
years unless sooner modified or termi- 
nated by proclamation of the President. 
This action by the President does not 
change the existing coinage ratio be- 
tween gold and silver. 

Since the action of the President will 
cause a very small annual addition to 
the volume of the currency, its impor- 
tance in this respect is not very great. 
It has been hailed chiefly as a rather 
shrewd political concession to the Sen- 
ators and Representatives from the sil- 
ver-mining states, and as tending to 
offset their demands for free and un- 
limited silver coinage. From this view- 


point it is regarded as a halt to the infla- 
tionists. Whether they will be satisfied 
with this sop to Cerberus or not remains 
to be seen. 

Outside elect circles it is-not clear why 
the Government should buy silver and 
pay 6414, cents an ounce for it when it 
might have obtained the metal for less 
than half that amount. Just as the rea- 
son for buying gold at $14 an ounce 
above the statutory price is also obscure 
in other than the elect circles. 

One reason constantly urged for rais- 
ing the price of silver is that by this 
means the countries of the Far East 
would be enabled to increase their im- 
ports from the United States. As to 
this view of the matter, the New York 
Journal of Commerce observes: 

“For the past nine months we have 
heard time and again that it is necessary 
to depreciate the dollar as a step in re- 
storing the purchasing power of the 
people of this country, impaired, as it 
has been, by three years of price defla- 
tion. Now it is proposed to increase the 
purchasing power of the Orient through 
raising the value of the Chinese cur- 
rency, which is a silver unit. Depreciat- 
ing currencies, therefore, increase pur- 
chasing power in the Occident, while ap- 
preciating currencies do precisely the 
same thing in the Orient. Monetary 
theory apparently works in reverse man- 
ner on different sides of the globe.” 

This opinion evidently fails to recog- 
nize the diversity existing between the 
Occidental and the Oriental mind, or 
that “East is East and West is West.” 


NEW YORK CLEARING HOUSE 
ASSOCIATION SUED BY THE 
GOVERNMENT IN HARRI- 
MAN BANK MATTER 


UIT has been brought by the Fed- 
eral Government to compel the 
New York Clearing House Asso- 
ciation to make good an alleged agree- 
ment whereby the Harriman National 
Bank and Trust Company of New York 
was allowed by the Comptroller of the 
Currency to continue in business for 
several months after an examination had 
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shown the bank to be in an unsatisfac- 
tory condition. This agreement, as al- 
leged, was to the effect that the clearing- 
house would virtually hold itself respon- 
sible for the management of the bank, 
and would protect its depositors against 
loss. This assurance, the Government 
contends, was repeated on more than 
one occasion. As is well known, the 
bank failed, and though the clearing- 
house has been called on to contribute 
the funds necessary to prevent loss to 
depositors, it has refused to comply with 
this request, and this refusal constitutes 
the basis of the present suit. 

Probably the real point at issue in this 
case, which promises to be one of con- 
siderable importance, is as to the author- 
ity of the clearing-house committee to 
bind its members by an agreement of 
this kind. 

The present system of clearing-house 
examination and supervision, originating 
in Chicago, has been declared by the 
bankers of that city as not effecting a 
guaranty of deposits of member banks 
But such a guaranty would follow, in 
the case under discussion, if a special 
agreement to that effect were made. 

That the controversy should reach the 
courts is less an evidence of the New 
York banks to invoke a technicality to 
avoid a contract than as a desire to re- 
ceive judicial sanction for making a use 
of their funds to which shareholders of 
the banks might interpose serious ob- 
jections. 


THE POSITION OF THE BANKS 
AT THE BEGINNING OF 1934 


ERHAPS the most striking fact in 
P the banking situation at the be- 

ginning of the year is the rein- 
forcement of banking capital, not from 
the usual sources from which such ad- 
ditional capital funds have been sought 
and readily obtained, but from the Fed- 
eral Government. In a sense, this state- 
ment is inaccurate, for the Reconstruc- 
tion Finance Corporation really gets its 
funds from the Treasury, and the latter 
relies, to a very large extent, on borrow 
ings from the banks. Thus the banks 


are, in a measure, furnishing the loans 
with which their capital is being in- 
creased. It is, to say the least, an arti- 
ficial situation. At first it was supposed 
that the sale of preferred stock or capi- 
tal notes to the Reconstruction Finance 
Corporation was done to provide capital 
for the weak banks or to help, along 
with loans from the same source, in 
thawing out frozen bank assets. But 
the fact that a number of the big and 
supposedly strong banks are enlarging 
their capital structures in the same way 
tends to negative this conclusion. That 
the Federal Government is gaining so 
large and direct financial interest in the 
banks of the country is of profound im- 
portance. Regarded by many as a tem- 
porary incident, due to the exigencies of 
the times, it is likely that for a long 
while the Government is to be a partner 
in banking to a considerable extent. 

It may be said with a considerable de- 
gree of assurance that the banks of the 
country are now in a better situation 
than they were at the beginning of 1933. 
Then they were only about two months 
removed from a period of universal 
temporary suspension. 

There is one apparent reason why the 
banks at this time should be enlarging 
their capital funds, even at a time when 
the demand for industrial credit is slack. 
Unless the Government is to continue in- 
definitely to provide loans to industry 
and to municipalities, this service must 
eventually be taken over by the banks. 
At an opportune time, also, the huge 
short-term debt of the Federal Govern- 
ment will be funded. These require- 
ments will make additional demands on 
the banks, and although they at present 
have large surplus reserves, they can no 
doubt find employment for the increased 
capital now being provided by the sale 
of preferred stock and capital notes, 
once the indicated changes take place. 

There has been, in recent months, a 
general return of confidence in the 
banks, greatly disturbed by the compul- 
sory suspensions in the early part of last 
year. In the opinion of those who be- 
lieve in the guaranty of bank deposits, 
this confidence will be greatly strength- 
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ened by the temporary guaranty provi- 
sion which became generally effective on 
January 1 of this year. While this guar- 
anty covers deposits to the extent of 
$2500 only in amount, taking the num- 
ber of deposits thus protected it extends 
to more than 90 per cent. 

The technical and temporary improve- 
ment in the banking situation, as com- 
pared with a year ago, can not be 
doubted. Whether this improvement 
will become actual and permanent will 
depend upon the course of business, 
which now seems definitely to be up- 
ward, although the progress in that di- 
rection is extremely slow. 

In this country, with numerous small 
banks, a prolonged depression brings 
about a process of purgation, with a re- 
sultant of greater strength in the surviv- 
ors. This same remedial process has not, 
in this instance, been limited to the 
smaller banks, but has affected a number 
of the larger institutions as well. Since 
they have survived, it is a reasonable in- 
ference that they are now in a much 
more healthful condition. 


SOUND MONEY AND SOUND 
BANKING 


HAT there is such a thing as sound 
money many will resolutely con- 
tend, but wide differences of 
opinion exist as to what constitutes 
sound money. One school will contend 
that an unvarying amount of gold in the 
dollar answers the sound money test, 
while another maintains that the gold 
content of the money standard must 
vary in accordance with the change in 
commodity prices. An extreme school 
of thinkers (?) would have nothing but 
paper money, and plenty of it. 
Let each school hold to its beliefs. As 
a practical matter, however, it is very 
doubtful if there is much, if any, senti- 
ment in this country for a really sound 
system of money and currency. At any 
rate, if such sentiment exists at all it has 
not been translated into law. 
For a long time we have had a large 
volume of overvalued silver possessing 
full legal tender quality; likewise a 


large volume of “greenbacks.” The so- 
called “bank notes” are based on Gov- 
ernment debt. Even the Federal Re- 
serve notes are obligations of the Gov- 
ernment. These three forms of paper 
are now redeemable in nothing except 
another piece of paper. 

So with banking, as regards its legis- 
lative regulation. There are plenty of 
sound banks, but there is no such thing 
as a sound system of banking, general 
throughout the country. 

Perhaps, both with respect to money 
and banking, ideally sound systems, if 
capable of being devised, would have 
rough sledding in gaining legislative ap- 
proval, and very likely would not satisfy 
the public. 

Much of our banking and monetary 
legislation represents concessions to vari- 
ous groups, and in attempting to placate 
the claims of these vociferous elements 
of our population wide departure from 
sound principles has resulted. 

Even if left to Professor Irving Fish- 
ers comparatively small body of men 
“who really know anything about 
money,” it is doubtful if the conclusions 
of this select group would be generally 
acceptable. Banking legislation has, 
from time to time, had much expensive 
expert assistance, but the resulting legis- 
lation has not been of the happiest char- 
acter. 

Just at present our legislative status in 
relation to money and banking is hope- 
lessly confused. 


THE PASSING OF INDIVIDUAL- 
ISM 


NE of the horrors of the Utopia 
which politicians and others are 
promising as an outcome of pres- 

ent tendencies is the “passing of indi- 


vidualism.” At no distant day the 
banker of the glassy eye will be only a 
memory. His successor will be fat, 
friendly and benevolent. All bankers 
will be cast in one oleaginous mold. All 
will look alike. So will all applicants 
for loans. They will be of one sort of 
credit risk—every one good, because 
each will have a vote. 
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Although the Creator, it is said, has 
made no two beings exactly alike, this 
omission will be “corrected.” For vari- 
ety universality will be substituted. At 
a signal, perhaps automatically given, all 
hands will rise in salute. Thinking— 
never heavily taxing the minds of the 
masses of mankind—will be abolished 
altogether for the individual, since indi- 
viduals, as such, will have disappeared. 
Such thinking as will be permitted will 
be supplied by a master mind, syn- 
chronized like the master clock that con- 
trols the minor timepieces. Divergence 
of opinion will disappear, for how can 
there be differences where there is no 
individualism. Nonconformists, declared 
by Emerson as entitled to wear this title 
as a fit evidence of greatness, will be no 
more. Even the monetary crank, the 
perennial joy of the financial editor, will 
have folded his tent and faded away. 
That outstanding mark of our civiliza- 
tion, the “beauty shoppe,” will likewise 
be numbered among the extinct institu- 
tions, for what use would be this adjunct 
to beauty in a world where all will be 
of supernal beauty. 

“The choice and master spirits of this 
age” must also go, Bernard Shaw and 
Will Rogers along with the rest. Nor 
will there longer be an Edison or a Ford. 
One newspaper will answer, all its opin- 
ions to be supplied by a “brain trust,” 
now a fiction and a comedy, but then a 
reality and a tragedy of the individual 
mind. 

Fortunately, many now living will 
escape from this mushy mass, and on 
some distant star still think their own 
“thunks.” 


FINLAND KEEPS FAITH 


of Finland has met in full its in- 
stallment of debt due to the United 
States. While the amount involved was 
only $229,623, this sum is not insig- 
nificant considering the size of the coun- 
try. 
The course of Finland in keeping 
faith with its creditors is not without 
instruction to some of the European na- 


Fe: the second time the Republic 


tions either making “token” payments 
on their debt to this country or failing 
to take any action. 

But the lesson which Finland has given 
to the world might well be studied on 
this side of the Atlantic, and especially 
by the United States of America, where 
obligations solemnly taken have been 
lightly discarded. 

It is gratifying to note that the hon- 
orable course of Finland is being re- 
flected in the price of the country’s 
securities. 


“TAKING” THE PROFIT OF GOLD 
DEVALUATION 


HEN the Government “took” 

\X / the reserves of the national 

banks and put them into the 
Federal Reserve banks, and then pro- 
ceeded to “take” a share of the profits of 
these banks, in the guise of a franchise 
tax (since repealed), it was regarded by 
many as a high-handed proceeding. But 
this was modest compared with some- 
thing now apparently contemplated. 
Here is the beautiful scheme, as related 
in a Cincinnati dispatch to the Neu 
York Times, under date of December 14 

“In his first public address since going 
to Washington as monetary adviser to 
the President, Professor James Harvey 
Rogers emphasized tonight the possible 
vast stimulus to recovery resulting from 
the ‘gold profit’ to be made from de- 
valuation. 

“He addressed a joint meeting of the 
Cincinnati Academy of Political and 
Economic Sciences and the Foreign 
Policy Association of Cincinnati. “As- 
suming we were to devalue the dollar by 
50 per cent. (for easy arithmetic), our 
$4,000,000,000 of monetary gold would 
become $8,000,000,000, Professor Rog- 
ers said. “There would be a profit here 
of $4,000,000,000. Although under 
present law this profit would go to the 
Federal Reserve banks, I think it is likely 
the Government will take it.’ ” 

Some years ago a banker from Colom- 
bia visited New York. He was extremely 
indignant over what this country did 
with reference to the Panama Canal. 
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He excitedly declared that Roosevelt (it 
was Theodore, not Franklin) said: “I 
stole the canal.” On being reminded 
that the strenuous President had actually 
said “I took the canal,” his indignation 
was not calmed. 

Like our Colombian visitor, to many 
bankers who thought they had a right 
to the gold which really belonged to 
them, since they supplied the capital and 
reserves of the Federal Reserve banks, 
the distinction between “taking” and 
the harsher term is not apparent. That 
the United States should mark up 
$4,000,000,000 of gold into $8,000,000,- 
000, and then proceed to take the 
“profit” thus gained is too dishonest and 
too preposterous to be seriously consid- 
ered. 


BANKERS AND PUBLIC OPINION 


DDRESSING the Institute of 
Bankers (London) recently the 
president, F. L. Bland, took for 


his subject the relations of bankers to 


public opinion, with special attention to 
the criticisms now being directed toward 


the banks. Of the propriety of taking 
note of these criticisms, Mr. Bland said: 
“There is a school of thought which 
would disregard criticism, inclined to say 
with Brutus: 
‘There is no terror in your threats 
For I am armed so strong in honesty 
That they pass by me as the idle 
wind 
Which I respect not.’ 


“But in these days of extended educa- 
tion when men are apt to think for 
themselves, I believe that it is safer to 
acknowledge adverse thought when you 
realize its existence, and meet it sympa- 
thetically, offering explanation where you 
can appropriately, rather than rely on 
the pontifical attitude which may have 
availed in the past but is very clearly re- 
sented today. Bank services in one form 
or another now affect the personal lives 
of so many of our fellow citizens that we 
should do well to see how far we can en- 
sure the authoritative propagation of 
facts rather than leave those interested 


to absorb the fallacious rubbish that is 
put about.” 

Complaints against banks in the Brit- 
ish Isles are far less vociferous than in 
this country. Possibly for the reason 
that there is less to grumble about. At 
any rate, whatever grounds may exist 
for the criticism of the British banks, 
they are generally of a different char- 
acter to those prevailing in this country, 
and a consideration of them is beyond 
the purpose of what is being said here 

American banks, in recent years at 
least, have been criticized for their lack 
of safety, and with the high rate of 
banking mortality it cannot truthfully be 
said that this criticism is groundless. 
Unquestionably, there have been too 
many bank failures. But the banker will 
correctly retort that there have been too 
many commercial failures, and will ask 
how his bank can be expected to with- 
stand something resembling a disastrous 
earthquake. The American bank is 
something not wholly of the banker's 
creation. He conducts his institution 
under laws not of his devising. It is a 
product of the measures enacted by 
Congress or the state legislature. It also 
represents the average current opinion 
respecting banking in general. Of course, 
within the framework of imperfect legis- 
lation, and despite the loose opinion 
about banking, the banker may estab- 
lish and maintain a strong and safe in- 
stitution. But it is also possible, and 
much easier, to organize a bank struc- 
turally weak and to manage it in a way 
likely to bring disaster. The compara- 
tive absence of bank failures in some 
countries and the large number occur- 
ring in the United States prove the cor- 
rectness of this view. There are, of 
course, considerations entering into the 
problem other than those mentioned 
the character of the population, the op- 
erations of trade and industry, etc. 

Another complaint made against our 
banks is that they are not liberal enough 
in making loans. But with the large 
amount of frozen loans in their port- 
folios the banks have a pretty good rea- 
son for showing a disinclination to buy 
any more ice until the winter of their 





discontent is followed by a glorious sum- 
mer with its thawing capacity. 

Then there are general indictments 
against bankers, as witness the following 
by Ernest Boyd, in the American Spec- 
tator: 

“For the past year or more the citizens 
of this great Republic have been regaled 
with revelations concerning the practices 
of our leading bankers and business mag- 
nates. We have discovered that they do 
not pay taxes which they can avoid, that 
they unload worthless securities on the 
public, that they make illegal use of 
moneys entrusted to them, that they are 
as much in the dark as the humblest in- 
vestor when an economic crisis arises, 
that their knowledge of the funda- 
mentals of economics is nil. In brief, 
they have been shown to obey a code 
which, however legal, can hardly be de- 
scribed as strictly honorable, and to be 
invested with power and authority for 
which there is no justification in the 
actual record of their utterances and ac- 
tivities. In no real sense of the word 
are they superior men.” 

The blanket nature of this indictment 
deprives it of any real force. Edmund 
Burke declared that you cannot indict a 
whole community. Nor can you justly 
condemn all the bankers of the United 
States. Many of them—the great 
majority in fact—are entitled to the re- 
spect and confidence of the communi- 
ties they serve. 

But, whether deservedly or not, the 
bankers of the country have suffered a 
serious falling off in public estimation. 
This changed attitude is more apparent 
in political circles than in the various 
localities where the banks are doing 
business. People who know their bank- 
ers by personal contact with them do not 
take any stock in the malign qualities 
which politicians seek to pin upon the 
bankers. 

Where false impressions exist about 
banks they can be dissipated by the 
spread of truthful information in news- 
paper advertising and booklets, the 
radio, and by personal talks face to face 
with depositors. 

To the extent that criticism of the 
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banks is valid, the remedy is to remove 
the cause—a task not altogether for the 
banker. Public opinion will have to be 
educated to a point where it will de- 
mand really sound banking legislation, 
manifestly a big job. 





TEMPORARY GUARANTY PLAN 
IN EFFECT 


ITH the beginning of the year 

the temporary plan for the lim- 

ited guaranty of bank deposits 
went into operation. From an admirable 
study of the guaranty problem, issued in 
the form of a report by the commission 
on banking law and practice of the As- 
sociation of Reserve City Bankers, the 
following information respecting the 
temporary and permanent plans is taken, 
together with some observations on the 
principle involved: 

“In an effort to give the depositor 
safety, restore public confidence in the 
banking system, and bring about a re- 
turn of sound business conditions, Con- 
gress incorporated in the Banking Act 
of 1933 provisions for the guaranty of 
bank deposits. The act provides for two 
plans, one temporary and the other per- 
manent. The temporary plan guaran- 
tees deposits up to $2500 and will op- 
erate from January 1 to July 1, 1934. 
The permanent plan, which will become 
effective on the latter date, guarantees 
in full all deposits up to $10,000, 75 
per cent. of deposits from $10,000 to 
$50,000, and 50 per cent. of deposits 
over $50,000. The losses to depositors 
of banks which fail will be covered by 
assessments on the open banks. In the 
case of the temporary plan the assess- 
ments are limited in amount, but in the 
case of the permanent plan the assess- 
ments are unlimited, and the open banks 
may be called upon for any amount 
necessary to meet losses to depositors of 
closed banks. 

“The important question at this time 
is whether the guaranty plan will in fact 
cure the defects in our banking system 
and give depositors the safety which 
they seek and to which they are entitled, 
or whether it will prove to have the 
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same defects as the state deposit guar- 
anty systems, all of which collapsed 
when adverse conditions arose, and 
failed the depositors at the time they 
most needed protection. 

“It should be noted that this tempo- 
rary plan covering all deposits up to 
$2500 insures in full approximately 
9614 per cent. in number of all deposi- 
tors in banks admitted to the fund. This 
provision completely protects those de- 
positors who most need protection. It 
appears to this commission that if guar- 
anty is retained after July 1, 1934, this 
temporary plan, in some modified form, 
would meet every emergency need, and 
eliminate many of the dangers in the 
permanent plan. 

“Even in recommending support of the 
temporary plan, the commission would 
point out that in the very success of any 
guaranty plan there lurks a fundamental 
danger. If we find ourselves left with 
the guaranty plan but not a sound bank- 
ing system, it will be a disaster. Banks 
may be temporarily stimulated to the 
point where they can qualify for the 


guaranty, but if they are not basically 
sound and competently managed, if they 
cannot earn satisfactory profits, they will 
fail in the end, and impose heavy bur- 
dens on the other banks and on the en- 


tire business structure. What we are 
recommending, therefore, is co-operation 
in an emergency measure of the sort 
that has been deemed necessary in al- 
most all branches of our economic life, 
but we are not, directly or indirectly, 
endorsing the principle of deposit guar- 
anty. 

“We urge upon bankers an intensive 
study of the permanent insurance plan 
which, under the law, goes into effect on 
July 1, 1934. We have attempted to set 
forth in this report its danger to sound 
banking. In effect, it compels the banks 
which have survived the depression, de- 
spite an unsound banking system, to sign 
a blank check for all losses that may 
occur in the future. It imposes upon 
American banking the principle that one 
bank is as good as another, a proposition 
which is false. It threatens the high 
sense of responsibility essential to sound 


banking. Under our present system, 
where it has been easy for banks to ob- 
tain charters, irrespective of adequate 
capital or management, and with little 
prospect of successful operation, it must 
be obvious that a deposit guaranty sys- 
tem will further encourage the establish- 
ment of weak institutions and tend to 
tear down everything that the Govern- 
ment is now trying to build up. It 
gives the banks no way to protect them- 
selves against mismanagement or fraud 
on the part of those whose liabilities 
they are obliged to assume. 

“The most unfortunate aspect of the 
permanent guaranty legislation is that it 
completely ignores the causes of bank 
failures at a time when the emergency 
offers a golden opportunity to eliminate 
those causes once for all. If the guar- 
anty is continued as a permanent meas- 
ure it will postpone true banking reform 
indefinitely. It would be one of the 
greatest tragedies in our financial his- 
tory if the lessons we have learned in 
the present depression should lead only 
to tinkering and to patchwork, and not 
to a sound and permanent rebuilding of 
the banking structure. We stand alone 
among the great nations of the world in 
not having established a banking system 
that will safeguard the savings of our 
people. The banking systems of other 
nations have achieved safety without de- 
posit guaranty. 

“In our opinion, the public, and par- 
ticularly the stockholders and depositors 
of banks, do not understand this perma- 
nent guaranty proposal, and when they 
do understand it they will disapprove it. 

“We assume that no one who has 
studied the matter believes that the ef- 
fort now being made by the Government 
to bring temporary strength to the bank- 
ing structure is the final step in this 
direction. It carries out, for the period 
of the emergency, the pledge given to 
the nation on March 12, 1933. But 
clearly what the public demands is bank- 
ing safety. Both logic and_ history 
demonstrate that the guaranty of de- 
posits does not guarantee banking safety. 
It deals with effects and not with causes. 

“On July 1, 1934, under the law, it is 
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proposed to place the burden of future 
banking losses upon the banks themselves 
without giving the banks the power to 
control those losses. Instead of correct: 
ing the fundamental defects of our bank- 
ing system, the act penalizes for their 
success those banks which have been 
able to keep themselves in a strong posi- 
tion in spite of an unsound system. It 
is believed that officials of the Govern- 
ment realize that this is not the correct 
answer. The bankers know it is not. It 
is the duty of the bankers to demon- 
strate to the depositors of the banks that 
there is a better method. In our opinion, 
the right way to solve the problem is not 
to look for someone to assume the losses, 
but to eliminate them. It must be shown 
that the weakness in the present system 
can be eradicated, and that deposit 
guaranty merely covers up and even en- 
courages this weakness. Courageous 


statesmanship will seek the root of the 
trouble and remove it. 

“The commission urges joint effort on 
the part of the banks and the public for 
the adoption of a program of permanent 


bank reform. If such a step is not taken 
while public opinion is aroused, the 
country may have to wait until the next 
inevitable economic crisis subjects the 
depositors of banks to further cruel and 
wholly needless losses. 

“If such a step is not taken the Gov- 
ernment recovery program will be re- 
tarded. As was recently said by the 
chairman of the Reconstruction Finance 
Corporation, ‘I do not believe we can 
have business recovery, or sustained en- 
durable conditions, without a sound 
banking system—not just in a few spots, 
but everywhere in the United States.’ 

“There is no vagueness nor uncer- 
tainty as to the fundamental elements 
necessary in a sound banking system. 
The chief problem is to interpret these 
factors to the public so that the simple 


essentials may be generally understood 
and supported by public opinion. This 
involves time. It cannot be done hastily.” 

Later the commission will present 
concrete proposals designed to strengthen 
our banking systems. In principle, the 
commission believes that instead of pay- 
ing for sick Josses and death benefits it 
is better to provide for healthful bank- 
ing. This kind of banking can be meas- 
urably attained whenever the bankers 
and the people are ready to pay the 
price for it. 


GOLD CLAUSE UPHELD IN 
ENGLAND 


previous issue of THE BANKERS 
MaGazZINE to an English court 
decision involving the validity of the 
gold contract in certain bonds emitted 
by a Belgian electric company. Although 
the bonds were expressly made payable 
in sterling gold coin of the value exist- 
ing at the time the bonds were sold, it 
was nevertheless decided by the British 
Court of Appeal that the bonds could 
be discharged by the offer of Bank of 
England notes, which are not now re- 
deemable in gold. This decision has 
lately been reversed by the House of 
Lords, and payment in gold required ac- 
cording to the terms of the contract. 
This reversal of the earlier decision 
may prove of importance in this coun’ 
try, for a case in the New York courts 
was decided in accordance with the 
principle laid down in the earlier deci- 
sion, which was cited as -a precedent. 
Should the Supreme Court of the United 
States take the view expressed by the 
House of Lords, an interesting situation 
would be presented, as such a stand 
would affect many millions of Govern- 
ment and other obligations. 


R pecsioas has been made in a 





The Case Against High Service 
Charges 


By RicHARD A. LESTER 


surprised at the ease with which 
so-called service charges have been 
“sold” to their customers. They are less 
pleasantly surprised, however, when 
asked a few pertinent—perhaps im- 
pertinent—questions concerning these 
charges. Recently my banker and I ex- 
changed heated correspondence on this 
subject in which I tried to score the fol- 

lowing points: 
1. One dollar per month (my bank’s 


Bras profess to be pleasantly 


defray the costs of carrying the account 
including, I presume, the cost of cal- 
culating and collecting the charge, which 
costs, I understand, have in a few cases 
exceeded the amount collected. A state- 
ment to the effect that service charges 
were installed on a cost basis was con- 
tained in a pamphlet my banker enclosed 
in one of his letters to me, “Must the 
Bank Lose When It Serves?” 

According to this pamphlet, the case 
for the $1 monthly service charge rested 


Here’s the point of view of a bank depositor on service charges. 
He admits that service charges, within limits, are justified but 


warns that too high charges will simply result in a renewal of the 
hoarding movement and banks will stand to lose more than they 


gain. 


He also complains that uniform charges imposed by clear- 


ing houses put all banks on an equal basis and kill competition. 
The depositor who doesn’t like the charges has no choice but to 


submit or close his account. 


service-charge fee) is the interest charge, 
at 6 per cent., on a $200 loan. In other 
words, it would only cost half the serv- 
ice charge to borrow the whole $100 
minimum balance required to prevent 
being penalized by a service charge. If 
one knew in advance that he was going 
to draw his account below the $100 
danger line, he might better borrow the 
difference, say $20, which at 6 per cent. 
is but ten cents a month. To put it 
differently, as the charges now are, it 
costs more than twice as much to leave 
$80 in a checking account at my bank 
as it would to borrow the same $80 at 
6 per cent. More than twice as much 
to deposit as to borrow! 

2. The reason for penalizing deposi- 
tors by service charges is ostensibly to 


chiefly, or at least in part, upon the 
“fact” that “of recent years costs have 
risen tremendously.” Bank taxes were 
mentioned as one of the costs that have 
increased, yet from back issues of the 
Federal Reserve Bulletin I found that 
the taxes paid by member banks per 
$100 earning assets decreased over 16 
per cent. from 1929, the year my bank 
first instituted its service charges, to 1931 
—the 1932 figures, for some reason, are 
not available. Likewise, I found that, 
in general, from 1929 to 1931 the cost of 
handling $100 of bank business fell 
over 15 per cent., and now is probably 
over 20 per eent. less; yet my bank—and 
all others that I know of—still service 
charges at predepression rates. More 
than that, recently my bank began to 
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charge fifteen cents apiece for blank 
check books, and, to cap the climax, this 
year a 12 per cent. dividend was de- 
clared, whereas even in the blessed years 
before the crash, 10 per cent. was the 
limit. 


DEPOSITORS SLOW TO UNDERSTAND 


The logic in all this is a little hard 
for the poor depositor to follow. Service 
charges are based solely on costs; costs 
have decreased say 20 per cent.; service 
charges remain stationary and in some 
cases increase. Furthermore, in general, 
the larger the city and the bank, the 
higher are such charges. Is that an ad- 
mission that a $100 account costs a 
large bank more to handle; are large 
banks more inefficient than small ones? 

3. Another puzzle for John Q. De- 
positor. President Hoover, during his 
anti-hoarding campaign in the spring of 
1932, pleaded with the people to put 
their balances in the bank instead of in 
the bedroom; yet the Business Week 
magazine and the Federal Reserve Bulle- 
tin pointed out that a part, perhaps a 
considerable part, of the funds said to 
be hoarded were not hoarded at all, but 
were “in use as a resulti of service 
charges by banks.” In other words, 
service charges, by stimulating withdraw- 
als and payment by cash instead of by 
check, proved to be a boomerang to the 
banks. In hard times a number of de- 
positors felt unable to pay $1 a month 
for the privilege of paying by pen, nor 
could they afford to forego ($100 mini- 
mum balance at say 4 per cent.) thirty- 
five cents a month interest, besides pay- 
ing five or ten cents for blank checks 
and a two-cent tax for each check drawn. 
Their bank accounts proved to be too 
“unprofitable’—to them. 

The President in his appeal to the ex- 
depositor stated that money redeposited 
in the banks would allow the banks to 
expand their loans from five to ten times 
the amount redeposited. Yet, if the de- 
positor read the pamphlet my banker 
sent me or the articles on service charges 
which have appeared in this magazine, 
he would find that, in figuring service 
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charges, bankers claim that they can lend 
but $80 or $85 on each $100 in a check- 


ing account. They deduct from 15 to 
20 per cent. for reserves before figuring 
the income to the bank from funds left 
on deposit. This I claim is incorrect. 
It is unjust to the small depositing de- 
positor and favors the large borrowing 
depositor. 

Before Professor C. A. Phillip’s study 
of bank credit, economists used to assume 
that any individual bank could promptly 
expand its loans or investments six or 
eight times the amount of any cash de- 
posited with it. As W. A. Neiswanger 
points out in his detailed study of the 
experience of five banks in a small mid- 
western city, though from 1920 to 1931 
the largest banks were in a position to 
support bank credit some four and a half 
times larger than their cash reserves, 
this does not prove that new reserves will 
allow any individual bank to increase its 
loans by that amount, though the bank- 
ing system as a whole may. 

Until recently economists have erred 
too much in one direction, just as those 
who assume that a bank can loan but 
80 per cent. of a cash deposit err in the 
other direction. The truth lies in be- 
tween, but just where depends upon the 
size of the community, the diversification 
of the bank’s accounts, business condi- 
tions at the time of the deposit, to whom 
loans are being made, and a hundred 
and one other factors. 

Actually it is impossible to put 
“names on dollars” in order to discover 
an answer to this enigma, and the an- 
swer wouldn’t be worth much when you 
got it. In a going concern such segrega- 
tion and isolation would not lead to any 
generally valid conclusions. It might so 
happen that the loan made as a result of 
a cash deposit was used by the borrower 
to pay a bill to another depositor in the 
same bank, and that he in turn, upon 
receiving the check, deposited it and 
used the increase in his deposit to settle 
a debt with another of the bank’s de- 
positors and so on. In this way, the 


bank would lose no cash at all on these 
transactions and might expand its loans 
further. 


In another case, the facts and 
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circumstances might be very different. 
But the point is, as J. M. Keynes has 
ably explained, that the rate at which a 
bank can with safety, actively create 
deposits by lending or investing its funds 
is limited by the rate at which the bank 
receives (passively creates) deposits. 
Borrowing customers generally pay away 
at once, often to customers of other 
banks, a large part of the deposits created 
in their favor. Depositing depositors, 
on the other hand, are less apt to check 
away such a large proportion of their 
accounts. In fact, purchases made by 
check upon small consumer accounts are 
more likely to result merely in a book- 
keeping transaction within the same bank 
or group of banks. 


UPON WHAT DOES EXPANSION OF CREDIT 
DEPEND 


As bankers perhaps appreciate more 
poignantly of late, bank credit expansion 
is dependent upon a constant return 
flow of funds from payrolls, etc., into 
the banks. The banking system operates 
smoothly so long as the flow of cash into 
and out of the banks does not become 
jammed—so long as people find it to 
their advantage to continue to deposit 
the money and checks they receive. But 
just as soon as people begin to keep 
their balances at home or in the pro- 
verbial sock, banks are forced to call 
their loans and to liquidate their invest- 
ments, and multiple or spiral contrac- 
tion of bank credit sets in. Each bank 
tries to become more liquid than other 
banks, yet the cash that one bank gains, 
other banks lose. This is now a fa- 
miliar story and there is no need to go 
into details. 

This discussion, I realize, has been 
rather long-winded and prolix, but the 
point I have tried to make is that in- 
flexible charges during a depression, and, 


especially in times of crisis, are definitely 
detrimental to the banks themselves. 
Service charges should be adjusted to 
the prevailing conditions and not like 
monopoly prices “always going up and 
never coming down.” After the Fed- 


eral Government passed the two-cent 
tax on checks there was less excuse for 
high service charges than formerly when 
bankers were being bothered by numer- 
ous checks for small amounts. 


SERVICE CHARGES JUSTIFIED 


That service charges, within limits, 
are justifi¢d, no one would deny. The 
trouble is that the public has little or 
no check upon the charges set by the 
bankers. According to a recent survey 
of service charges by the Bank Manage- 
ment Commission of the American 
Bankers Association, over three-fourths 
of the systems studied were installed as 
a result of clearing-house action. In 
other words, there was concerted action 
on the part of all the bankers in the com- 
munity and the depositor was left no 
choice as between banks on this score. 
Surely all banks are not equally efficient. 
Their costs must vary slightly, but their 
service charges based on costs don’t. 

Though a depositor may be convinced 
that the service charges his banker de- 
ducts from his bank balance are not 
figured on a correct and equitable basis, 
there is little he can do about it except 
withdraw. And though he hates to be 
considered a “hoarder,” still he can as ill 
afford the luxury of a checking account 
at existing rates of service charges as the 
bankers can afford his ill-will. Isn't it 
time that the bankers gave careful con- 
sideration to his complaints instead of 
merely trying to answer them with the 
same old line of trumped-up reasons, 
false logic and categorical assertions that 
he has so far received? 





Should Uncle Sam Make Small 


Loans? 


Writer Suggests That the Government Could with the Maximum 
of Safety Lend Aid to Deserving Office Workers 


HE Federal Government is making 
loans to farmers, depositors of 
closed banks, railroads, corpora- 
tions, municipalities and home owners. 
The liberality and generosity of Uncle 
Sam and his various relief corporations 
seem to be endless. It remains for a 
correspondent of the New York Trib- 
une, however, to suggest that the white 
collar office worker is entitled to his 
share and to urge that the Government 
enter the field of small loans. 

H. K. Webster, who signs the letter 
addressed to the Tribune, cites the case 
of a bookkeeper for an important finan- 
cial house, “‘a decent, honorable man, 
loyal to his family and ambitious for 
their contentment and happiness.” He 
buys a simple house in the suburbs and 
because his living expenses are all care- 
fully budgeted and his salary is believed 
to be secure he comes to feel that “the 
wolf is permanently distant from the 
door.” 

“With the advent of the depression 
the first blow was the cessation of the 
small annual bonus which did such 
amazing things. It paid mortgage inter- 
est and insurance and helped a bit with 
needed clothes and even supplied a few 
simple frills for mother and baby. 

“The budget must be revised to ex- 
clude the bonus and pinches were felt— 
a little reduction in the quantity of milk; 
less butter; lowering the meat allowance 

here and there little snips from the 
accustomed mode of living. It can be 
done when there’s good teamwork. 

“There followed in short order one 
and, later, another salary cut. And then 


the budget had to go out the window, as 
Al Smith says. No rule of mathematics 
that the father knew could make the 
contained greater than the container. 
No rule of a lifetime of bookkeeping 
could reconcile disbursements exceeding 
income. 

Mr. Webster believes that cases like 
this offer the Government a splendid 
opportunity to aid and writes in con- 
clusion: 

“Could not some governmental agency 
under the N. R. A., the R. F. C. or some 
other of the initialed movements de- 
signed to relieve distress be organized to 
loan small sums to deserving people? 
Here, I think, is an opportunity for the 


employment of public funds with the 
certainty of a maximum of relief and, 
practically, a maximum of safety.” 


MAINE TO HAVE NEW BRANCH 
BANKING SYSTEM 


MaAINeE’s newest branch banking system, 
the Casco Bank & Trust Company, opened 
for business last month with headquarters 
in the Chapman Building, Portland, Maine. 
This bank supplants but is not a reorganiza- 
tion of the closed Casco Mercantile Trust 
Company. 

The new bank will maintain’ branches in 
Bridgton, South Paris, West Buxton, Buck- 
field, Woodfords, South Portland, and 
Limerick. 

Officers of the new bank include: 
H. Herbert Sturgis, lumber operator and 
former State Senator, author of the Sturgis 
liquor enforcement law, president; Leonard F. 
Timberlake, Henry F. Merrill and Charles B. 
Morrill, vice-presidents; Wallace L. Cooke, 
treasurer, and Albert Libby, assistant treas- 
urer. 





The Bond Account and Govern- 
ment Obligations 


By FrepericKk MUELLER, JR. 


This is the fourth of a series of twelve articles by Mr. Mueller in which he 
will discuss the various problems involved in the management of the earning 
assets of the bank. The first article appeared in the October issue. New 
subscribers desiring back numbers of this series may obtain them on applica- 
tion.—EpirTor. 


N considering Government bonds as a medium for 
investment, and to determine the tendency in this type 
of commitment, it will be necessary to consider the 
investment account in general, in order that a perspective 
may be developed to properly view any changes which have 
taken place. The problem is one of studying the invest- 
ment account in general, with special emphasis upon the 
need and use of including governments to temper the 
account. By developing this growth it will be effective 


to compare it with the losses sustained, to be developed later. 


The chief problem facing the management of any bank, once its 
capital has been paid in, and deposits have been received, is the invest- 
ing of its funds in such a way as to maintain a sound and liquid 
position. In maintaining this position, banks have resorted to a number 
of forms of investments. Thus they add to their earnings from loans 
and discounts, by investing their funds in call loans, banker’s accept- 
ances, commercial paper, and the so-called “investment securities,””! 


Investments are made primarily for the enhanced return 
and diversification, and it will be profitable to determine 
what proportion of the total earning assets of all national 
banks are placed in this form, over the period under con- 
sideration. The tabulation on the following page indicates 
the total earning assets from 1922 to 1931, and the propor- 
tion of securities owned. 

It is apparent from this that the amount of securities 
owned as earning assets was becoming increasingly impor- 
tant in the portfolios of banks. At the beginning of the 
period, investments were about one-fourth of the total 
earning assets, whereas at the close of the period, they had 


*Trant, Bank Administration, pp. 252-253. (Italics mine.) 
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TABLE 10 


PROPORTION OF TOTAL SECURITIES OWNED TO TOTAL EARNING ASSETS 


(in millions of dollars) 
Percentage 
of Securities Owned 
Total Earning Total Securities to Total Earning 
_ Assets Owned Assets 
$15,775 4,517 28.65 
16,859 5,031 29.85 
17,096 | 5,107 29.88 
18,388 5,705 31.02 
19,269 5,842 30.32 
20,358 6,393 31.40 
22,302 7,147 32.03 
21,467 6,656 31.01 
21,785 6,888 31.62 
. 20,860 7,674 36.79 


grown to an amount representing about three-eighths of 
the total. This indicates that securities were finding favor 
with the banks either because of the increased earnings 
derived, or because of a lack of accceptable loans and 
discounts which the banks were willing to make. Whatever 
the reason, investment securities were absorbing an increas- 
ingly large amount of the available bank funds. 


If we will look at the comparative growth in each group, 
we will be able to determine the rate with which investment 
securities were becoming increasingly important. In the 
following table both the total earning assets and the 
investment securities at the beginning of the period, and at 
the end, are presented with the proportional increase in 
each item. 


TABLE 11 


GROWTH OF EARNING ASSETS AND INVESTMENTS FROM 1922 To 1931 


(millions ) 


Amount of Percentage 
1931 Increase Increase 


Total Earning Assets.... 5,77! 20,860 5,084 32.24 
Securities Owned.................... 45 7,674 3,156 69.90 


These figures indicate the growth in each group over 
this period. ‘Total earning assets increased in the period 
32.24 per cent. At the same time investment securities 
increased 69.90 per cent. or over twice as fast as did the 
total. 

These figures alone indicate only the manner in which 
banks were committing their funds. It should occasion no 
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alarm, nor does it suggest a dangerous policy. We must 
look at it in the light, however, of the previously discussed 
“shiftability theory” for in case a sudden reversal in bank- 
ing routine should develop, the banks would discover that 
their liquidity and solvency would depend in an increasing 
degree on the marketability of their investment holdings. 
The figures themselves, while not dangerous, give evidence 
of the larger part which banks were beginning to play in 
financing capital or fixed assets, and require attention as to 
the degree of dependency placed upon these commitments 
for liquidity. 

Investment securities can be roughly divided, from the 
standpoint of bank utility, into two classes: “Government” 
securities (Federal), and “other” securities. Such a distinc- 
tion is based upon three considerations, namely: the credit 
of the obligor, eligibility as collateral, and marketability. 
Public credit rests upon different considerations than private 
credit. ‘The former is subservient only to the wealth of 
the sovereign, and encompasses all individual and corpo- 
rate activity. Both the real and personal property within 
the jurisdiction can be assessed to support public credit. 
On the other hand, private credit is based upon the manage- 
ment of private property, which is subject to forces not 
directly affecting public credit. Such factors as competi- 
tion, shifts in demand, and other limitations, introduce 
hazards not ordinarily experienced by a sovereign. In addi- 
tion, private property is charged with the duty of maintain- 
ing public credit, through the imposition of taxes, before 
it is free to maintain its own credit. Such a position as this 
reacts favorably to the solidarity and stability of public 
credit. 

In the second place, Government obligations are eligible 
for collateral at the Federal Reserve banks for borrowings.” 
This is a privilege granted exclusively to this type of invest- 
ment. To increase the reserve position, then, from its bond 
account, a bank can either borrow against its Government 
securities at the Federal Reserve, or sell its other securities. 
This leaves an option in the handling of governments, but 


*“Any Federal Reserve bank may make advance to its member banks on 
their promissory notes for a period not exceeding fifteen days—secured by 
such notes, drafts, bills of exchange, or bankers’ acceptances as are eligible 
for rediscount or for purchase by Federal Reserve banks—or by the deposit 
or pledge of bonds or notes of the United States.” Federal Reserve Act, Sec. 13. 
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no alternative with regard to other securities. As between 
two banks in the same position, one owning governments, 
the other not; the one with governments has three alterna- 
tives—it may borrow against its governments at the Federal 
Reserve, it may sell them, or it may sell its other securities. 
The second bank has no alternative in case it must liquidate, 
but to sell its other securities. 

The third advantage which Government bonds _ possess 
over other bonds is the ease with which they can be sold 
in large blocks as well as their price stability. Government 
securities are widely held, and the total of these securities 
form the largest class of securities of any single obligor. 
As a consequence, there is always an active interest in them, 
and the market is usually capable of absorbing large blocks 
without any appreciable price change. Furthermore, the 
price changes are less violent, the result being that quota- 
tions are in a thirty-second of a point, as against the cus- 
tomary one-eighth. ‘These price changes are of the utmost 
importance, for it is at this point that the bank may suffer 
a loss. The following table gives the average price of 
Liberty bonds and the average price of sixty high grade 
bonds, as computed by the Standard Statistics Company.* 

TABLE 12 
AVERAGE PRICE OF LIBERTY BONDS AND SIXTY HIGH GRADE BONDS 


(quotations for $100 bond) 


Sixty High Grade 


Liberty Bond Average Bond Average 
1922 . $99.5 $92.4 
1923 . 98.4 91.8 
1924...... 101.1 93.5 
1925 101.9 95.3 
1926 102.0 97.0 
1927 Sate 103.2 98.9 
1928 102.6 98.7 
1929 ‘ 100.1 95.7 
1930..... : 102.6 98.3 
1931 102.6 96.0 
1932 eee 99.5 81.0 


Since Government bonds assume such importance, a 
segregation of these securities owned by national banks is 
advisable. 


‘Standard Statistics. Base Book. 


CE 
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TABLE 13 


PROPORTION OF GOVERNMENT BONDS AND OTHER SECURITIES OWNED TO 
TOTAL SECURITIES OWNED 


(nillions ) 

United States Percentage Percentage 

Government to Total Other Bonds, Stocks, to Total 

bonds Owned Securities Securities Owned Securities 
1922 $2,656 53.09 $2,347 46.91 
1923 2,566 50.89 2,477 49.11 
1924 2,586 45.68 3,075 54.32 
1925.. 2,522 43.78 3,252 56.32 
1926.. 2,282 39.42 3,507 60.58 
1927 2,747 39.82 4,151 60.18 
1928 3,008 412.22 4,118 57.78 
1929 2,612 40.45 3,845 59.55 
1930 2,654 37.43 4,437 62.57 
1931 3,654 42.89 4,380 57.11 


In 1922, 53.09 per cent. of the investment securities of 
all national banks were invested in Government bonds, and 
for the period under review, this was relatively the peak 
of Government holdings. More than half of the total invest- 
ments were in the obligations which are the most useful 
to bankers. Over the ten year period we find a gradual 
but persistent change as the position of governments and 
other securities is reversed. In 1931, 57.11 per cent. of all 
the securities owned were those other than governments. 
During this period the total commitments in Government 
obligations had fallen 10.2 per cent. and a like increase 
had been shown on other securities. As previously exhibited 
(Table 12), Government bonds had shown a smaller varia- 
tion in price fluctuations than had other bonds. The 
decrease in Government bonds, then, and the increase in 
other bonds was a tendency towards the possibility of 
greater losses, if conditions should bring about a forced 
liquidation. Furthermore, the final figure for the ten year 
period shows an improvement over the previous year for on 
June 30, 1930, when Government securities amounted to 
only 37.43 per cent. of all securities, which was the lowest 
proportional amount during the period. 

The extreme variations in price during the period were 
less than five points in Government bonds, against nearly 
eighteen points in other bonds. ‘Thus the latter fluctuated 
in price more than three times as much as governments. 
The danger in losses lies in forced liquidation, and the 
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price at which the bonds are sold, for banks have a tendency 
to invest at high prices, and are frequently forced to sell 
at low prices. 


A not uncommon experience is for bonds to be bought at the higher 
levels incident to an easy money’ market and to be disposed of when 
“there is competitive selling and prices have been weakened.”’* 


Those securities that have the least fluctuations are, 
therefore, best suited to forestall loss. It would seem wise, 
therefore, that a bank keep a large portion of its earning 
assets in such form against the day when demands will 
require a liquidation of this account. For the sake of 
conservatism, then, if for no other reason, the banks would 
be justified in keeping a large part of their investment 
account in Government obligations. 

This should not negative the fact that a bank is entitled 
to invest in “other bonds,” however. As earlier pointed 
out though, the markets for other bonds are not as well 
organized, price discrepancies become large, and they are 
not eligible for either rediscount or collateral for Federal 
Reserve loans. The hard pressed bank, depending upon its 
bonds, has no choice, when faced with a need for cash. 
If the Government obligations have all been disposed of, or 
pledged, there is no alternative but to sell the other bonds. 
Losses arising from price depreciation in other bonds may 
be minimized, as the National Industrial Conference Board 
suggests. 


—if they are sufficiently seasoned on the security market to be uni- 
versally recognized as sound investments, and if the security markets 
are generally strong and active.° 


The shifting of other bonds is then made dependent 
upon two conditions, that the securities be universally recog- 
nized as sound, and that the market be strong and active. 
The lack of either attribute will restrict the marketability 
and if the 


—security markets are weak and receding, such investments may com- 
plicate the problem of maintaining bank liquidity.® 


‘National Monetary Commission, Bank Loans and Stock Exchange. 


*National Industrial Conference Board, Op. Cit., p. 77. 
‘National Industrial Conference Board, Op. Cit., p. 77. 
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However, the fact that the banks were reducing their com- 
mitments in the recognized standard indicates that they 
were narrowing the margin between solvency, due to 
liquidity, and insolvency, due to losses on account of violent 
price changes. 

Government bonds are referred to above as “the recog- 
nized standard” for bank investment. Three primary 
attributes have been discussed, but being only attributes, 
they are more properly the result rather than the cause of 
such a standard. Our inquiry then becomes one to discover 
what is the cause of these effects. 

Without doubt, the central factor in giving Government 
bonds a superiority in investment rating is a minimization 
of risk. Allan H. Willett in a monograph on “risk,” 
asserts that “the burden of risk is borne unequally—.” 
If this is true, then it must be incontrovertible that risks 
are borne unequally, and if risks are borne unequally, then 
some activities must bear a greater degree of uncertainty 
than some others. It is not the purpose to go into the 
theory of the elimination or shifting of the risk in this 
study. It will be admitted generally, however, that risk 
in industry has been increased by ‘the specialization of 
machinery, markets and methods. It is also true that 
additional uncertainty has been cre ated by the desire of 
entrepreneurs to “tre ade on the equity.” Not only has such 
a practice increased their own risk, but has raised the uncer- 
tainty of creditors, depending upon the degree to which 
it has been carried. Now these factors, while increasing the 
economic risks of particular types of pursuits, have not 
affected the risks of sovereignty. It is true that, where 
there is a destruction of property to a national, the social 
loss to the nation is increased. But most every day occur- 
rences of loss arise not from the destruction of property, 
but only from its transference from one person to another, 
so that possession has changed, but the total property of 
the sovereign remains practically constant. In an isolated 
‘ase, such a process may be sufficiently burdensome to 
destroy the credit of an individual, but the credit of the 
nation is not noticeably affected. Thus the risk of invest- 
ment can be reduced, by not having to choose as between 
the most successful of any number of possible choices of 





*Willett, The theory of Risk and Insurance, p. 58. 
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private obligors, but by investing in the obligations of 
that obligor which reacts the least unfavorably to any 
change. 

An attribute which is in general support of the credit 
of a government, and one which also is a great aid to the 
reduction of risk, is the matter of the stability of income. 
A sovereign power pursues different principles than does 
an ordinary enterprise. In the first place, as has been 
stressed, it receives its income by virtue of its authority 
to levy a tax. Such taxes, as equitably divided and assessed 
as the enormity of the operation will permit, take the 
place of income to industry and commerce. But the latter 
receive their reward through the process of buying and 
selling in a competitive market, which raises many and 
varied obstacles to both the amount and the proportion of 
their reward. Taxes rest upon the principle of voluntary 
imposition by the state for support. There is no competi- 
tion, nor is there substitution for it to meet. The state 
imposes upon all alike its organization, and assesses its 
resulting cost. That does not mean that there is no limit 
to the amount that may be imposed upon the subjects, for 
there is a point beyond which evasion and capital flight 
will reduce tax returns, more than any increase in rates 
‘an offset. What is contended, however, is that Government 
organization is imposed upon all alike, and taxes are 
assessed upon the basis of what revenues are necessary. 
This, then, is markedly different from the type of income 
derived by the ordinary industrial or commercial organiza- 
tion. One of the factors in Government organization is its 
credit, for the support of which all citizens are taxed. 
Because of the right to impose this charge, the revenues 
in ordinary times are considered so constant as to scarcely 
‘arry any risk at all. This type of risk, then, service on 
the debt, is under ordinary circumstances, negligible. 

Diversification in general has been mentioned before 
as a manner of spreading the risk. Nevertheless, such 
procedure is Just as important in Government bonds as in 
any other type of commitment. The question, however, is 
not a choice of risks, nor is it generally a choice of yields, 
but rather one of maturity. The credit of any obligor will 
not vary in the same type of obligation. So far as govern- 
ments are concerned, then, the credit is as good in one issue 
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as in another.“ Furthermore, all bonds of the same, or 
approximate maturities, will sell at a price to return the 
purchaser the same yield, regardless of the issue. But the 
choice which does remain, however, is one of maturity. 
From discount bills to long Treasury bonds there is afforded 
a choice of maturities, approached neither in size nor in 
quality, by any other obligor. However, Government bonds 
are subject to the same influences on price as any other 
bond, and the best hedge against price discrepancies is a 
rotation of maturities, so that the proceeds of near maturi- 
ties may rebuff any sudden demands of creditors. Diversi- 
fication of maturities is as important as it is to make com- 
mitments in Government bonds. 

In view of these considerations, it is not only a point of 
interest, but raises a suspicion that earnings, rather than 
liquidity, were becoming the chief hallmark of a successful 
banker. Investment securities increased from 28.65 per 
cent. of total earning assets in 1922 to 36.79 per cent. in 
1931. (Table 10.) As earlier noted, this is a definite indica- 
tion of increasing dependency upon security markets for 
absorption in case of necessity. But this is not the clearest 
indication of the tendency. Of the total securities owned, 
53.09 per cent. were governments in 1922, whereas in 1931 
the same item had decreased to 42.89 per cent. (Table 13.) 
Clearly, bankers generally were depending in a larger 
degree, not only on investment securities, but upon those 
containing a greater amount of risk than governments. 
Such a condition cannot but be looked upon with disfavor. 





‘Disregarding any price discrepancies because of any special privileges 
accorded certain issues. 








tr 
w 





Outstanding 


In Strength 


In Facilities 


In Management 


In Experience 


i ewe 


PHILADELPHIA 
NATIONAL BANK 


PHILADELPHIA, PA. 


CAPITAL and SURPLUS $30,000,000 





The Development of Financial | 
Advertising 


By L. Dovueias Merepirn, Px.D 


Assistant Professor of Economics, University of Vermont, Burlington, Vt. 


This is the second of a series of articles by this author covering the entire 
subject of financial merchandising. New subscribers to THe Bankers MAGAZINE 
wishing to obtain copies containing the first installment may do so on applica- 
tion.—Eprror. 





HE history of financial merchandising is arbitrarily 

limited by some writers to the events which have taken 

place in this field during the past two or three 
decades.'-* The limitation is undoubtedly warranted be- 
‘ause developments during those years have “been nothing 
short of marvelous,” but nevertheless it must also be recog- 
nized that significant developments in the evolution of the 
processes of financial merchandising occurred before that 
time. No attempt will here be made to trace in detail the 
development of these processes, but in this article will be 
recounted briefly the more significant developments and the 
major forces which have accounted for them, in order to 
expedite the understanding of the methods and problems 
which will be discussed in succeeding articles. 


farly American Development.—Savings banks, trust 
companies, commercial banks and investment houses did 
not develop rapidly in the early days of this country. The 
Bank of North America was chartered by the Continental 
Congress on December 31, 1781 and commenced business 
on January 7, 1782. The first savings bank was organized 
in New York in 1817,’ and the first trust company was 
established in 1822, also in New York.* The formation of 
*Calkins, Ernest E., “The Challenge of the Next Decade of Bank Advertis- 
” Financial Advertisers Association, Proceedings, 1930, pp. 144-150, p. 144. 
*Hobbs, Franklyn, “The Performance of the Business Cycle, Its Effect 


upon Finance and Financial Advertising,” Financial Advertisers Association, 
Proceedings, 1927, pp. 271-274, p. 271. 


*Myers, Margaret G., The New York Money Market. Vol. I, Origins and 
Development, p. 41. 


ing, 


‘Smith, James G., The Development of Trust Companies in the United 
States, p. 278. Cf. also, Lanier, 4 Century of Banking in New York, 1822-1922, 
Chapter XIII. 
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additional organizations after these dates proceeded very 
slowly, and consequently the services offered by financi al 
institutions did not become important factors in the market 
until a relatively late date. 

The Bank of New York undoubtedly published one of 
the earliest, if not the first, bank advertisement ever pub- 
lished in this country. This advertisement, reproduced by 
the Bank of New York and ‘Trust Company in some of its 
advertisements during 1931, appeared in the New York 
Packet of June 7, 1784, and announced the opening of the 
bank for two days later. The word “notice” more aptly 
describes this insertion than does the word “‘advertisement,” 
for it resorted to no appeals but merely gave notice that 
the bank would open, presented a list of “rules observed 
at the bank,” and quoted rates on various coins. 

The year 1822 is a landmark in the history of financial 
merchandising because it “saw the introduction of a really 
new application of an old principle, which was ultimately 
to have the most profound influence upon the banking 
developmeni.”” An advertisement of the Farmers’ Fire 
Insurance and Loan Company appeared in a New York 
newspaper on August 6 of that year, and this insertion 
probably marks the beginning of trust company advertising. 
Trust companies developed rather slowly during the next 
few decades, but by 1850, forty had been organized through- 
out the United States.° Very few trust company advertise- 
ments appeared before 1860, and the few which did were 
primarily very formal announcements, but about 1860 the 
United States Trust Company of New York advertised 
relatively extensively. 

The advertising of investment securities made little 
progress before the Civil War, for “in the ‘thirties the 
American capital market consisted of a number of moneyed 
families in the seaboard cities, a group of insurance com- 
panies in the leading cities, the banks which were springing 
up everywhere, and finally, a growing class of merchants 
and manufacturers who invested in relatively small amounts 
and appeared at the time to favor stocks in railroads and 
financial institutions.”* A few new issue announcements 
appeared during the ‘fifties, but the total volume was 


‘Lanier, op. cit., p. 187. 
"Smith, op. cit., pp. 278-280. 
‘Willis, H. P., and Bogen, Jules I., Investment Banking, p. 164. 
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relatively insignificant when compared with that of the 
decade following the Civil War. Investment banking 
organization was developing slowly, however, and by “the 
opening of the Civil War, the financing of railroads and 
states and cities had created an investment machinery of 
substantial proportions. . . . Owing to the small clientele 
available for investment issues, they were sold through 
consultation by the investment banker with his client in 
the latter’s office. The salesman, and other ‘high pressure’ 
agents for achieving security distribution which character- 
ized the further development of the business, were not yet 
in evidence.”* 

Savings bank advertising developed very slowly for 
some years after the introduction of these organizations in 
this country and consisted for the most part only of small 
inserts of dividend and interest notices or the name of 
the institution accompanied by the rate paid. These adver- 
tisements were extended in a few instances about 1850 to 
include the names of directors, amount of capital stock if 
a stock bank, and a list of branches. 

The advertisements used by financial institutions before 
the Civil War “announced” more than they advertised for 
they possessed very little appeal and scarcely anything 
more to develop interest and to carry on the successive steps 
necessary for advertising to function successfully. Little 
heed was given to typography or layout, and the announce- 
ments were crowded into small spaces with practically no 
use of white space or borders. Commercial bank advertis- 
ing made little progress down to this time because the 
“experience of the wildcat banks resulted in a general 
disposition to curtail banking activity,”® and undoubtedly 
led to extreme conservatism on the part of other bankers. 
Trust companies were just reaching a significant stage of 
development and were beginning to extend their merchan- 
dising activities. Savings banks made very limited attempts 
to convey a sales message to the public; and investment 
houses, like trust companies, had not yet entered periods 
of rapid development. 

Publicity. Attempts to discern efforts of the executives 
of early financial institutions to capitalize upon publicity 

‘Tbid., p. 170. 

*Tbid., p. 167. 
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methods are to a large extent fruitless. However, there is 
no doubt but that the value of a favorable attitude on the 
part of the public and the necessity. of developing such 
attitude were very early appreciated. ‘ This fact may well 
be demonstrated by the following quotation from the report 
of the minority of the Committee on Resumption at the 
bank convention held in New York in 1837:'° 


“. . . and the banks, sustained as they have been in the face of 
penalties and forfeitures, by a candid, just and generous community, 
cannot fail to be alive to the duty of cultivating the favor and regard- 
ing most respectfully the opinion and general expectation of their 
fellow citizens.” 


In a few instances publicity was. undoubtedly used to 
aid in the sale of securities before Jay Cooke relied upon 
it to such a large extent in the flotation of Government 
bonds during the Civil War. One instance of this kind 
is found in the sale of the securities of the Vermont Central 
Railroad in 1845. This is recorded by an historian of the 
time with the following words: 


s . this was followed for nearly three months by a series of 
articles in the Boston papers, prepared by myself, for the purpose of 
magnifying the Central road as a necessary way for Boston to reach 
not only the local trade of Central Vermont, but also the immense 
commerce of the Northwest states and Canada.”’!! 


Undoubtedly a number of similar instances arose in connec- 
tion with the flotation of railroad securities before the 


Civil War. 


1861-1873.—JYhe period from 1861 to 1873 comprises 
one of the most significant in the entire history of financial 
merchandising, despite the fact that it was dominated by 
the efforts and personality of one m: Jay Cooke. 
Mr. Cooke opened his banking house in Philadelphia in 
January, 1861, shortly after the secession of South 
Carolina and almost immediately attracted attention by 
his achievements. One of Jay Cooke’s earliest flotations 
was a $3,000,000 Pennsylvania State Loan which was sold 
by the use of an appeal to patriotism and also to the self- 


Minutes of the Proceedings of the Bank Convention held in the City of 
New York, November 27, 1837, pp. 12-13. 
Hemenway, Abby Maria, Vermont Historical Gazeteer, Vol. IV, p. 306. 
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interest of individuals. His success with this issue led to 
his enlistment in selling the large Federal issues of 7-30’s 
and 5-20’s during the war, and in the course of these 
efforts Cooke promoted an advertising campaign which 
“constituted the first truly national advertising effort, and 
in the number of publications used made a record that 
stood for many years.” 

Jay Cooke exercised his ingenuity and adopted a great 
rariety of devices new to financial merchandising in order 
to sell the Government issues and in order to sell Northern 
Pacific issues after the war had ended. Mr. Cooke relied 
upon the newspapers as the backbones of his campaigns, 
and until the World War, in no country had “the press 
been subsidized in the same large and systematic manner.”’'* 
A catechism entitled “The Best Way to Put Money Out 
at Interest” was highly productive of sales; Mr. Cooke 
aided in the organization of national banks in order to 
create a market for the bonds; and salesmen, handbills, 
gifts, signs, flags, night agencies, and numerous additional 
devices and methods all were used in selling the Federal 
and railroad issues with which the house of Jay Cooke was 
associated. 

Jay Cooke stands out as a pioneer figure in banking 
and merchandising not only for the magnitude and success 
of the operations which he conducted and for the innova- 
tions which he introduced, but also for the sincerity and 
integrity underlying all of his activities. In the first place, 
banking commissions were not his sole aim for “He was 
never comfortable when he could not see progress and large 
national gains at the end of the way.”'* In the second 
place, “He very often cautioned his writers and advertisers 
to give a care to their statements.”’’ A profound earnest- 
ness characterized all of his efforts and he persisted in his 
belief in the Northern Pacific securities until the day upon 
which the panic of 1873 descended. 

The financial advertising campaigns conducted by Jay 
Cooke during the Civil War and the years before the panic 
of °73 focussed attention upon the application of merchan- 


“Presbrey, Frank, The History and Development of Advertising, p. 119. 
*“Oberholtzer, E. P., Jay Cooke, Financier of the Civil War, Vol. I, p. 232. 
“Ibid., Vol. II, p. 228. 
*Ibid., Vol. II, p. 310. 
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dising methods to the sale of financial services. The devel- 
opments before the Civil War had been of a most rudi- 
mentary nature, but Mr. Cooke synchronized the methods 
being used among financial institutions, limited though 
these methods were, and the fundamentals of merchandis- 
ing as employed in other businesses. ‘The ingenuity of 
Mr. Cooke contributed a great deal to the development of 
financial merchandising which recognized the fundamentals 
of human nature and sought to capitalize thereon by resort 
to varied appeals. The developments from 1861 to 1873 
culminated in a new type of financial merchandising as a 
result of the pressure of the exigencies of war, and the 
lessons in sound merchandising which financiers had been 
taught under Jay Cooke’s tutelage imparted a powerful 
impetus to merchandising when peace was restored. 


1873-1900.—The period from 1873 to 1900 contributed 
relatively little to the development of financial merchandis- 
ing as compared with developments of the preceding 
period. ‘The occurrence of two depressions of long dura- 
tion during these years accounts to a certain extent for this 
lack of development. The collapse of 1873 and the mone- 
tary uncertainties until the resumption of specie payments 
in 1879 produced a situation not conducive to financial 
expansion. Financial institutions, especially banks, also 
were reluctant to merchandise their services aggressively 
during this period because of the many questionable uses 
then being made of advertising. Lotteries and patent 
medicines gave unpleasant associations to advertising, and 
bankers, seeking to gain the confidence of the public, 
naturally and reasonably refrained from the use of such 
business methods. 

Bank statements appeared as matters of legal formality 
and occasionally as avowed advertisements; announcements 
of interest or dividend payments continued to occupy their 
limited space, but otherwise, banks advertised very little. 
Not until 1896 were attempts made to present to the 
public an interesting message about investments.'® This 
presentation was made in an unorganized manner and those 
advertisements offering securities of questionable nature 


“Financial Advertisers Association, Advertising Investment Securities, 
pp. 29-31. 
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‘arried messages of much greater interest than did adver- 
tisements of higher grade securities.‘° The many question- 
able associations of advertising tended to retard its use by 
banks, and though it is true that banks have in the past 
secluded themselves behind barriers of so-called “dignity,” 
refusal to adopt earlier some of the more modern business 
methods such as advertising was not without warrant until 
those methods had been elevated to a plane commensurate 
with that of the banking business. 

This period is distinctive because ofits contribution of 
one outstanding development in the extension of merchan- 
dising methods—the application of salesmanship to the 
marketing of bonds other than Government bonds. Norman 
Wait Harris in 1882 opened an investment banking office 
in Chicago, up to which time it had been customary “to 
follow the British method of waiting for investors to cross 
their (investment bankers’) thresholds to buy bonds." 
N. W. Harris began “ringing doorbells” despite the criticism 
of his competitors, a criticism which continued until favor- 
able results were discernible. A few years later “bond 
houses in New York as well as Chicago began to train 
salesmen,’'* and this practice marked “the beginning of 
training courses which have been given by many bond 
houses, and of the application of salesmanship to investment 
hanking. Security salesmanship and the training of sales- 
men have developed to such an extent that a course in the 
subject was given during the winter of 1929-1930 to one 
hundred and fifty salesmen from fifty-eight houses of the 
New York Group of the Investment Bankers Association 
under the sponsorship of that organization.'* 


1900-1917.—Financial_ merchandising evidenced rela- 
tively slow growth from the opening of the century down to 
the World W ar, if comparison is made with the develop- 
ments which followed after 1917. Greater utilization of 
space*’ and extension of advertising to various media which 


“Tbid, 

“New York Times, July 26, 1931, Section 3, p. 11, Column 3; Cf. also, 
Willis and Bogen, op. cit., p. 177. 

ibid. 

"Of. Morgan, Leslie A., Security Salesmanship. 

7°An extreme instance which illustrates this point is the “advertisement” 
covering ten pages which appeared in the “Schenectady (N.Y.) Gazette” of 
February 20, 1907. Lewis, E. St. E., Financial Advertising, p. 860. 
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had not formerly been used especially characterized this 
period. The first full-page investment advertisement 
appeared in a magazine of national circulation in 1901;°' 
the following year a Chicago house “entered the magazines 
with fairly well- planned educational copy, endeavoring to 
popularize bonds among individual investors,’*’ and the 
first magazine advertising section appeared in 1903.*° 
Much of this investment advertising failed to resort to 
humanized copy, but the advertisements of N. W. Halsey & 
Co. and of Spencer Trask & Co. more closely approached 
humanized copy than did those of other houses.”* It is con- 
tended that “the application of mail-order advertising to 
the selling of stocks, bonds and investments is older than 
any other style of advertising,’** but it was not applied 
to banking until about the beginning of the present 
century.”” Banks and trust companies began to organize 
new business and advertising departments about this same 
time, and placed in charge individuals who did not divide 
their time between other activities of the banks.** The first 
bank to establish a women’s department as such, in so far 
as can be determined, was the Columbia Trust Company 
in its offices at Thirty-Fourth Street and Fifth Avenue, 
New York City, about 1907.°° ‘Two banks located in large 
industrial centers began national advertising near the turn 
of the century by using space in weekly and monthly mag- 
azines, and used a carefully planned follow-up.2* The 
unit banking system of this country naturally placed a 
premium upon local advertising at that time and national 
attempts were soon abandoned. 

Another pronounced development of this period was the 
placement of great reliance upon officers and representa- 
tives in the development of customers. Competition for 
“bankers’ balances accounted for much of this emphasis 
placed upon the cultivation of friendly relationships 


“Advertising Investment Securities, p. 31. 

*Tbid., pp. 31-32. 

*Tbid., p. 32 

*Lewis, op. cit., p. 509. 

CF. Ibid., p. 512; and American Banker, August 20, 1930. 
*C'f. Lewis, op. cit., pp. 653-654. 

*Of., Seward, Anne, The Women’s Department, p. 9. 


*Commercial and Financial Chronicle, Vol. CXXIII, Part I, September 25, 
1926, pp. 1588-1589. 
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between the bank and its customers and _prospects.””° 
Banks soon developed the practice of sending officers to 
call upon customers, and when customers or representatives 
of correspondents visited the cities, they were generously 
entertained and their welfare supervised. This practice 
developed very rapidly during the period of intense com- 
petition for correspondent business shortly before the crea- 
tion of the Federal Reserve System. 

Executives of financial institutions gave very little 
attention to merchandising at the conferences of bankers 
held during this period. The proceedings of the conven- 
tions of the American Bankers Association contain practi- 
‘ally no reference to topics of this nature before 1910, 
but in more recent years a considerable amount of attention 
has been given to these topics. 

This period is also distinctive because of the appearance 
therein of several volumes on the subject of financial 
merchandising.*® ‘Though most of these now appear very 


elementary, at that time they constituted a progressive 
step, for they disclosed attempts to formulate principles 
and methods and to make these accessible to bankers every- 


where. Magazine articles on the subject developed less 
rapidly during the early years of this period, and compared 
with the years of the next period, relatively little was 
written on the subject. 

An outstanding characteristic of financial merchandising 
before the World War was the extreme conservatism which 
resulted from the assumption that merchandising was 
beneath the “dignity” of these organizations. This attitude 
prevailed not only among bankers, but among the public 
and public officials as well. An excellent illustration of 
this attitude is the following comment found in THE 
BANKERS MAGAZINE as late as 1916.°' 


“The chairman of the State Banking Commission of New Hamp- 
shire has informed the larger banks in that state that in his opinion 
if they would stop their advertising it would be beneficial to the smaller 
banks which cannot afford to advertise. 

*Lewis, op. cit., pp. 630-631. 

Including: Lewis, op. cit., 1907; Casey, D. V., Principles of Bank Adver- 
tising, 1909; MacGregor, T. D., Two Thousand Points for Financial Advertising, 
1912; Joy, Benjamin, Bank Advertising Methods, 1914, 

“THe Bankers MaGazine, Vol. XCII, May, 1916, pp. 410-411. 
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“Did it ever occur to Commissioner Lyford, we wonder, that small 
banks become large ones through advertising? 

“Commenting on this enlightened pronunciamento, a New Hamp- 
shire banker said that it sounded like ‘a voice from the dark ages.’ ” 


The panic of 1907 was not without its influence on 
financial merchandising. In the first place, the newspapers 
of the country waged a vigorous campaign of publicity 
designed to maintain public confidence. In the second 
place, financial organizations tended to depart temporarily 
from their dignified conservatism and to embody in adver- 
tising copy themes which grew out of various aspects of the 
panic. A few investment advertisements went so far as to 
inject a note of optimism into their copy by stressing the 
opportunity prevailing for investors, but most of the adver- 
tisements of banks stressed the importance of sound man- 
agement.** 


1917-1933.—The most rapid development in the history 
of financial merchandising has taken place from 1917 down 
to the present time. A great many factors have influenced 
this development either directly or indirectly, but the major 
influences are seven in number, as follows: 

1. The sale of government bonds during the 
World War. 

2. The levying of excess-profits taxes. 

3. The unprecedented prosperity which pre- 
vailed from 1920 until the depression of the early 
thirties began. 

4. The development of merchandising in lines 
of business other than banking. 

5. The large volume of securities issued 
during the decade of the twenties. 

6. The extension of trust activities by national 
and state banks. 

7. An increasingly competitive situation which 
has prevailed in all fields of finance. 

Kach of these major reasons accounting for the recent 
development of financial merchandising will be considered 
in order. 


The War Bond Campaigns.—The campaigns carried 
on to sell United States Government bonds during the 


“Of, Lewis, op. cit., Chapter XXXYV. 
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World War established numerous new records for advertis- 
ing and for financing. Four Liberty Loan drives and one 
Victory Loan campaign were conducted, and in these cam- 
paigns practically every known type of merchandising 
device was used. During these five campaigns, 12,289,073 
bonds were sold with face values aggregating approximately 
$24,000,000,000. In addition to these bond sales, advertis- 
ing raised during the same period four hundred million 
dollars for Red Cross work.** and sold two billion dollars’ 
worth of ‘Thrift stamps. 

Practically every available type of merchandising device 
was used during these campaigns, including, parades, house- 
to-house canvasses, four-minute speakers, newspapers, bill- 
boards, posters, buttons, prizes, war exhibits, rallies, and 
almost endless publicity. Some limited concept of the 
extent of the merchandising which was carried on at that 
time may be gained from the two following quotations 
which are chosen as typical of many similar descriptions 
of these merchandising activities: 

“. .. The value of the advertising space obtained through the 
generosity of merchants, bankers, manufacturers and private con- 
tributors for the third loan between January 1 and June 1 (1918) was 
estimated at $1,750,000; in the fourth loan at more than $2,000,000. 
For the third loan the bureau distributed nearly 85,000,000 pieces of 
printed material, of which 47,000,000 were published in this (New 
¥ ork ) district; in the fourth loan 96,000,000 pieces were distributed.’’** 

Approximately $1,500,000 worth of posting was done. 
epamaainaie ly 2,000,000 posters were distributed in connection with 
the first Liberty Loan drive; 7,000,000 were used in connection with 
the second; 9,000,000 in connection with the third; and 10,000,000: in 


connection with the fourth. Some 50,000 of these were 24-sheet 
posters.’’8° 


These extensive bond selling campaigns were especially 
significant in several respects. In the first place, they 
served to emphasize to bankers the fact that careful and 
well-directed merchandising will produce pleasing results 
for financial institutions. Since that time, the executives 
of these organizations have made more energetic attempts 
to merchandise the services offered for sale, and _ this 
awakening was one of the most important consequences of 

*Presbrey, op. cit., p. 566. 

“Federal Reserve Bank of New York, Annual Report, 1918, p. 50. 

*Starch, Daniel, Advertising Principles, pp. 861-862. 
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the campaigns. In the second place, the public was given 
an extensive and intensive lesson in finance by the cam- 
paigns conducted under the direction of the Government. 
Millions of persons who had never before contemplated 
the purchase of securities responded whole-heartedly to the 
patriotic appeals of their country as evidenced by the 
tremendous volume of securities which were sold. Not only 
did these millions of persons become acquainted with securi- 
ties, but likewise they became acquainted with financial 
institutions. Many persons found it necessary to call 
banks in the course of making payment for the securities 
which they had purchased; people were urged to borrow 
in order to purchase bonds; and many individuals found 
themselves sitting in upholstered chairs on officers’ plat- 
forms for the first time in their lives. In the third place, 
the public was made “capitalist minded,” for many persons 
derived great pleasure from the possession of bonds and 
from the clipping of coupons. In the fourth place, these 

‘ampaigns broadened the vision of financial merchandisers 
and enabled them “to see the relation of their individual 
work to the problems of the nation.” In the fifth place, 
they promoted “Unity of effort on the part of bankers in 
matters pertaining to their mutual interest and the welfare 
of the nation.” Finally, the bond campaigns led to the 
adoption of numerous principles and devices not previously 
used in financial merchandising, and many ineffective prin- 
ciples and devices were eliminated. The war period of 
financial merchandising developed this phase of financial 
activity to a point which probably would not have been 
reached for many years had it not been for this powerful 
stimulus.*® 


Ewcess-Profits Tax—A second factor which influenced 
the development of merchandising and especially of adver- 
tising during and immediately after the war, was the 
levying of excess-profits taxes by Congress.** Many busi- 
iness concerns found it advantageous to increase their 
expenditures and costs of doing business to such an extent 





“The writer is indebted for the quotations in this paragraph to: Wilson, 
Edwin B., “Bank Advertising and War Financing,” Financial Advertisers 
Association, Proceedings, 1918, p. 146. 

“Of. Blakey, Roy G. and Gladys C., “The Revenue Act of 1918,” American 
Economic Review, Vol. TX, June, 1919, pp. 213-243, pp. 226-231. 
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that they would be able to avoid all or part of the excess- 
profits taxes. One very common method of doing this 
was. to increase the expenditures for advertising and 
especially for that form described in the preceding chapter 
as institutional advertising. It is impossible to measure the 
amount of expenditures made for advertising for this 
reason, but it undoubtedly constituted for the time being 
a considerable item of expenditure which served further to 
demonstrate to many business executives the effectiveness 
of institutional and of other types of advertising. 


Unprecedented Prosperity—The third reason which 
accounts to a limited extent, at least, for the extensive 
development which has occurred in financial merchandising 
since the war is found in the unprecedented prosperity 
which prevailed from 1920 until the depression of the early 
thirties began. ‘This prosperity provided many individuals 
with income of such proportions that it was possible to 
reduce savings to a practical basis instead of holding it 
forth as a distant ideal. This same prosperity enabled 
corporate enterprises to show large earnings, and this in 
turn made corporate securities more alluring to the public 
which had become security-educated during the Government 
bond flotations. The need for transfer and registration 
facilities which were offered to corporations by trust com- 
panies and investment houses further enlarged the field 
of activity of these institutions. Many similar influences 
which accompanied the period of prosperity tended to 
‘ause the extension of financial merchandising activities. 


Developments in Other Lines.—A fourth factor which 
has greatly influenced the development of financial mer- 
chandising has been the growth of merchandising in other 
lines of business. Financial merchandising pioneered to a 
great extent in the development of general merchandising 
down to the panic of 1873, but from 1873 to 1917, financial 
merchandising developed less rapidly than did the merchan- 
dising of other lines of business. The extensive development 
of merchandising methods and especially of advertising since 
the World War in other fields of business activity, and the 
successes achieved by certain advertisers testified to the 
ability of merchandising devices to produce business. In 
1893, the manufacturers of Coca Cola spent $11,000 for 
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advertising and $5,000,000 in 1928; the manufacturers of 
Campbell’s soups expended $4000 for advertising in 1899 
and $2,500,000 in 1928; Listerine campaigns began in 
1921 with monthly expenditures of $11,000 and in 1927, 
these expenditures amounted to $300,000 per month.** 
The results of these merchandising and advertising cam- 
paigns require no elaboration. ‘The growth of merchandis- 
ing expenditures for many business organizations did not 
increase so greatly as in the instances cited, but the increases 
were sufficiently large to warrant an estimate of $2,200,- 
000,000 for advertising expenditures*® in 1928 without con- 
sidering “the cost of the many elaborate lithographed 
window displays and other show cards that go out to the 
trade each year,*® and without considering expenditures for 
other merchandising processes, such as selling and publicity. 
Expenditures of such proportions and the results which 
followed greatly influenced the adoption of similar methods 
by financial institutions. 


Security Issues——The increased volume of securities 
offered during the decade terminating in 1930 was not 
necessarily a direct result of the increase in the volume of 
financial merchandising, but rather the increase in the 
latter was probably due to a great extent to larger and 
more numerous issues of securities. It is recognized that 
the stock market crash of 1929 designates the termination 
of an unprecedented period of prosperity which was char- 
acterized by numerous promotions, mergers, and reorganiza- 
tions, all of which required the marketing of securities. 
The super-holding company and investment trust came into 
prominence during this time. The large volume of financ- 
ing which was done through bond and stock issues nevessi- 
tated the, widespread sale of securities, and resort was taken 
to financial merchandising to carry out the distribution of 
these issues. States and municipalities during this same 
period were also extending their activities in constructing 
highways and other public works. <A large portion of these 
expenditures was financed through the sale of security 
issues which likewise added to the total volume. Some 
concept of the relatively great increase in the sale of securi- 





*Presbrey, op. cit., p. 596. 
Tbid., p. 592. 
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TABLE 1 


TOTAL NEW AND REFUNDING SECURITY ISSUES 
FLOATED IN THE UNITED STATES 
CLASSIFIED ACCORDING TO ISSUING ORGANIZATION 


(In millions of dollars) 


Federal 
Land Bank Refunding 
and Inter- New Corpo- Issues, 
State and mediate rate Issues, Domestic 
Municipal Credit Bank Bonds and Foreign and 
Year Issues Issues Stocks Issues Foreign Total 
1932 755 77 325 8 583 1,748 
1931 1,235 74 1,551 229 949 4,038 
1930 1,434 87 4,483 905 711 7,620 
1929 1,418 0 8,002 671 1,422 11,513 
1928 1,379 64 5,346 1,251 1,858 9,898 
1927 1,475 87 4,657 1,337 2,220 9,776 
1926 1,344 91 3,754 1,125 1,046 7,630 
1925 1,352 68 3,605 1,076 925 7,026 
1924 1,380 179 3,029 969 759 6,316 
1923 1,043 338 2,635 421 682 5,119 


ties which took place during this period may be gained 
from a study of Table 1 which shows the amounts of these 
securities classified according to the nature of the issuing 
organization.*° 

The securities issued by investment trusts, even though 
they are included in the above tabulation, merit special 
attention in view of the fact that the merchandising of 
these issues has been of great influence on the merchandis- 
ing of other types of financial institutions. This form of 
financial organization was introduced into this country near 
the beginning of. a boom period, and enjoyed increasing 
popularity from 1919 to 1929. Stimulated by the impetus 
of the boom and by concomitant speculative profits, the 
investment trust appealed greatly to speculative appetites 
which were whetted by rampant stories of enormous invest- 
ment trust profits in this country. This appeal was sus- 
tained by stories describing the great successes achieved by 
this form of organization in Great Britain. In this situa- 
tion vigorous attempts were made to distribute widely the 
securities issued, and special attention was devoted to the 
small saver by directing vivid appeals of large profits at 
him. Table 2 portrays the growth of investment trusts 








“Adapted from the figures given in the Federal Reserve Bulletin, Vol. XIX, 
February, 1933, p. 79. 
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in this country, the capital funds assembled, and the securi- 
ties offered in the respective years. 


TABLE 2 
INVESTMENT TRUSTS 
NUMBER, CAPITAL FUNDS AND 
SECURITIES ISSUED 


Number Organized, 
December 31, 1929 






















Year Statements! Capital Funds! Securities Offered? 
1929 173 $3,02 1,438,000 $2,951,500,000 
1928 121 785,296,000 805,900,000 
1927 94 365,380,000 313,500,000 
1926 25 218,867,000 40,700,000 
1925 26 145,114,000 36,900,000 
1924 20 165,492,000 41,100,000 
1923 4 256,351,000 
1922 3 202,062,000 
Prior to 1922 16 253,477,000 

484 $5,413,477,000 $4,189,600,000 










‘National City Bank Bulletin, March, 1930, p. 39. 
*Wood, Harold E., “Investment Banking in the Next 'Ten Years,” Financial 
Advertisers Association, Proceedings, 1930, pp. 259-271, p. 268. 

























The total of investment trust securities offered in this 
country during the period indicated in the table was more 
than four times as great as the total offered in Great 
Britain during a period of sixty years ending in 1929.*' 


Trust Services —The extensive use of trust facilities by 
individuals and corporations is a relatively new development 
in the field of private finance. Individuals and corporate 
executives have come to a greater appreciation of the value 
of services rendered by corporate trustees as compared with 
the services rendered by personal trustees.*° The rapid 
development of the corporate form of business enterprise 
and the accompanying wide distribution of securities have 
necessitated a tremendous amount of work of a trust nature. 
Trustees have been appointed under indentures; securities 
have been deposited with trustees during reorganizations 
and mergers; and the task of transferring and registering 
securities has necessitated the development of specialized 
agencies to perform these services. Trust activities have 
“Comptroller of the Currency, Annual Report, 1931, p. 19. 
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TABLE 3 
NUMBER OF NATIONAL BANK SUSPENSIONS 
VERSUS 
OTHER BANK SUSPENSIONS 
BY YEARS, 1921-1931 


Number of State Number of 

National Bank Member Bank Other Bank All Bank 
Year Suspensions Suspensions Suspensions Suspensions 
1932". 276 54 1,123 1,453 
1931. 409 108 1,781 2,298 
1930 161 26 1,158 1,345 
1929 64 17 561 642 
1928 57 16 418 491 
1927 . <1 ae 33 538 662 
1926 125 35 796 956 
1925 118 28 466 612 
1924 122 37 617 776 
192: 90 34 524 648 
1922 45 12 297 354 
1921 .... 51 19 431 501 


*Preliminary. 





evidenced unusual growth especially since 1927, at which 
time the McFadden Act granted perpetual charters to 
national banks exercising trust functions.** This assured 
the trustor of continuity of the existence of the trustee until 
such time as the trust had been executed. Consequently, 
trust services offered by both state and national institutions 
have come to play a part of increasing importance in 
American economic life, and the organizations offering 
these services have more recently placed greater emphasis 
upon their sale. It is of interest to note that this emphasis 
placed upon the merchandising of trust services has become 
of such significance that the Annual Reports of the Comp- 
troller of the Currency for 1931 and 1932 included figures 
pertaining to trust solicitation and advertising by national 
banks.** 


Com petition.—The seventh factor which has contributed 
in a large measure to the growth of financial merchandising 
activities in this country since the World War has been the 


“Cf. Ibid., pp. 9-10, and Comptroller of the Currency, Annual Report, 
1927, pp. 12-13. 


“Comptroller of the Currency, Annual Report, 1932, p. 36; Annual Report, 
1931, p. 28. 
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TABLE 4 

DISTRIBUTION OF BANKING CORPORATIONS 
REPORTING NET INCOME AND THOSE 
REPORTING DEFICITS, 1918 To 1926 








Number of Proportions of 
Banking Corporations Corporations Reporting 
Reporting Reporting Deficits to Total Corporations 
Year Net Income Deficits Total (Per Cent.) 
IO26......:0:.:8 Byte 9,271 28,979 32.0 
1925............24,180 10,393 34,573 30.1 
1924............19,989 9,284 29,272 31.7 
1928............20,947 8,430 29,377 28.7 
1922. .....:.....21,6%5 7,949 29,564 26.9 
1921 22,563 5,952 28,515 20.9 
1920 24,645 2,630 27,275 9.6 
1919 .25,013 1,545 26,558 5.8 
1918 25,289 1,326 26,615 5.0 


increasingly competitive situation which has prevailed 
among banks and other financial institutions.*? The best 
way in which this may be illustrated is to point out the 
failures in banks and trust companies during recent years, 
as indicated by Table 3.*° 

Additional evidence of the keen competition existing 
in the activities included within the banking business 
may be found by examination of the number of banking 
corporations showing profits and those showing deficits. 
An exhaustive study conducted by the National Industrial 
Conference Board shows this situation as illustrated by 
Table 4.* 

An increase in the proportion of banking corporations 
reporting deficits from five per cent. in 1918 to thirty-two 
per cent. in 1926 is a striking commentary on the competi- 
tive situation which has existed among banks and also 
among other financial institutions. 

The same evidence is brought out by examination of 
the earnings of national banks for the past eight years as 
indicated by Table 5. 

This table does not include small banks as would be the 
‘ase with a tabulation of this kind made for all of the 
banks of the United States, nor does it include representa- 
tive samples of small banks due to the minimum capital 


“Cf. National Industrial Conference Board, Inc., The Shifting and Effects 
of the Federal Corporation Income Tax, Vol. II, pp. 41-42. 


“Federal Reserve Bulletin, Vol. XIX, February, 1933, p. 77. 
“National Industrial Conference Board, Inc., op cit., Vol. II, p. 44 
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TABLE 5 
GROSS EARNINGS, NET EARNINGS, 
AND NET ADDITIONS TO PROFITS, 
NATIONAL BANKS, 1925-1932 
(000’s omitted) 


Years as of Net Addition 
June 30 National Banks Gross Earnings Net Earnings to Profits 


1932!.... .. 6,150 1,090,041 318,443 52,541 
1931! 5,805 1,308,764 360,740 139,780° 
19302. 252 1,427,341 428,275 246,261 
1929- 3936 1,424,485 437 603 301,804 
19288 1,344,406 386,745 270,158 
1927% 1,243,043 360,669 252,319 
1926+ 1,192,218 350,552 249,167 
19254 A 1,124,097 325,383 223,935 


‘Comptroller of the Currency, Annual Report, 1932, p. 58. 
*Comptroller of the Currency, Annual Report, 1930, p. 64. 
‘Comptroller of the Currency, Annual Report, 1928, p. 44. 
‘Comptroller of the Currency, dnnual Report, 1926, p. 43. 
"Deficit. 


~ 
— 


= of aa wt 


requirement of $25,000 for national banks. Consequently, 
| | . 


the slight increase in earnings for national banks as a group 
during the period of prosperity termination in 1929 does 
not depict the situation in its entirety and in its gravity. 

Another very significant evidence of increased competi- 
tion is “the encouragement given by bankers to time 


9948 


deposits as against demand deposits. The tendency to 
pay a low rate of interest or no interest*® on the balances 
of commercial accounts has caused many persons to shift 
commercial balances into various forms of investment in 
order to enjoy substantial returns. This in turn caused 
heavy withdrawals of commercial balances, and bankers, 
not anxious to witness these withdrawals, encouraged 
customers to shift large portions of their accounts into time 
deposits. ‘These latter deposits gave the banker a greater 
degree of assurance that the balances would be maintained, 
but at the same time they incurred interest charges not 
usually found on demand deposits, thus tending to detract 
from profits. This tendency may be illustrated by Table 6 
“National Industrial Conference Board, Inc., op. cit., p. 43. 


“Section 11 of the Banking Act of 1933 prohibits Federal Reserve member 
banks from paying interest on demand deposits. 
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TABLE 6 


COMPARATIVE CHANGES IN DEMAND AND 
TIME DEPOSITS OF NATIONAL BANKS 
SINCE JUNE 30, 1928 


(000’s omitted) 


Per Cent. Per Cent. 
Increase or Increase or 
Years as of Demand Decrease during Time Decrease during 

June 30 Deposits Year Deposits Year 
1982..... 7,940,653 —21.43 3225 ,6¢ —15.31 
1981............10,105,885 — 7.51 — 1.98 
1930............10,926,201 + 4.02 §2,2 + 5.24 
1929. .... 10,504,268 — 4.54 317,09: + .25 
1928.. 11,003,795 


derived from a tabulation in the 1932 Annual Report of 
the Comptroller of the Currency.” 


Other Competition.—The above exposition does not 
completely depict the competitive situation which has existed 
among financial institutions. Creation of bond depart- 
ments and security affiliates by many banks increased the 
competition in the investment field in addition to the 
increased competition in that field which naturally resulted 
due to the ease with which securities could be sold. The 
entrance of investment trusts into the financial field with 
the strong appeal which they made for savings intensified 
the competition; and the same is true of the efforts made 
by purveyors of real estate mortgage bonds. ‘The trust 
field has not been without competition outside of its own 
sphere because many lawyers have considered that trust 
companies have intruded upon their domain and have vigor- 
ously competed with those institutions in offering their 
services, especially in probate work. Permissive creation 
of savings departments in national banks by the Federal 
Reserve Act further intensified the competition prevailing 
among savings banks; and building and loan associations 
further aggravated competition. The rapid development 
of finance companies also placed strong competition in the 
banking field, and the emphasis placed by insurance sales- 
men on the savings features of life insurance and on annui- 
ties during the depression of the early ‘thirties also added 
to the keenness of the competition. This combination of 


“Comptroller of the Currency, dnnual Report, 1932, p. 50. 
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forces naturally stimulated the use of merchandising 
methods, and this stimulation undoubtedly contributed 
greatly to the growth of financial merchandising. 


Financial Advertisers Association.—The Financial Ad- 
vertisers Association was formed in Philadelphia in 1916, 
and its organization constituted a very significant step in 
the evolution of financial merchandising. During the first 
few years of its life the Association remained a department 
of the Associated Advertising Clubs of the World, but has 
since led an independent existence. The Association has 
held annual conventions, has issued yearbooks recording 
the proceedings of the conventions, and has published a 
monthly bulletin supplemented from time to time by special 
bulletins. A central office has been maintained in Chicago, 
and in this office files on approximately one hundred fifty 
different phases of merchandising are kept. Several port- 
folios on each subject have been prepared and are available 
to members of the Association.*' As early as 1920 the 
Association first displayed an exhibit at the convention of 
the American Bankers Association,’*? and the following 
year succeeded in obtaining the co-operation of the Ameri- 
‘an Bankers Association in having a public session of that 
organization’s convention devoted to advertising.”** Each 
year at the convention of the Financial Advertisers Asso- 
ciation a display of financial advertising material is pre- 
sented for the benefit of members. In addition to these 
activities, the Association has sponsored the preparation 
and publication of at least two volumes on the subject of 
financial merchandising.”* 


Publications —The development of financial merchan- 
dising is further illustrated by the development of publica- 
tions which deal especially with these processes and by the 
treatment accorded these topics in banking publications. 
General banking magazines have been especially liberal in 

“Questions on Trusts,’ Financial Advertisers Association, Proceedings, 
1927, pp. 377-382, p. 380. 

Houston, Herbert S., The Man in the Street and Financial Advertising, 
Financial Advertisers Association, Proceedings, 1921, pp. 17-27, p. 27. 

=Cf. Ibid., p. 18. 

4Of, Advertising Investment Securities; Knowlton, Don, Advertising for 
Banks. 
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the space accorded articles and departmentals dealing with 
these topics. Also, the agenda of conventions, such as 
those of the American Bankers Association and Investment 
Bankers Association, have contained speeches and depart- 
mentals dealing with these topics, and these addresses and 
reports have in turn been published in the proceedings of 
the conventions. 

“Bank Ad-Views’*’ which has been published in New 
York City since 1928 further indicates the interest being 
evidenced in financial merchandising. This magazine is 
published fortnightly, but more closely resembles a service 
than a journal. Advertisements taken from publications 
throughout the country are reproduced therein in reduced 
sizes, and are grouped according to the type of service 
being advertised. This publication states that it has a 
circulation of approximately 4000 clients, and that its 
“office has the largest and most complete advertising IDEA 
files in the world, and is glad to share them with clients.” 
Advertisements are rated in this publication according to 
a point scale and a small amount of space is devoted to 
editorials. 


Summary.—This recital of the development of financial 
merchandising indicates that this phase of financial endeavor 
constitutes an important sub-division of the general field of 
merchandising and a potent factor in the financial world. 
Though a lengthy and more or less spasmodic development 
has taken place in the past and has produced financial 
merchandising as now known, the business is still in a state 
of evolution and affords numerous opportunities for profit 
and for research. As one reviews the history of the subject 
he feels inclined to apply to financial merchandising the 
statement which Presbrey has made pertaining to advertis- 
ing generally, “It has always been true that advertising has 
had its greatest development in the last ten years,”’*® and 
await the future with eager anticipation. 

ol “The writer is indebted to M. B. Borges, General Manager of Century- 
Standard-Vincent Edwards for the information herein presented on this subject. 
“Presbrey, op. cit., p. 565. 











A Seven-Point Program for Crime-Prevention 


Illinois Bankers Association Issues Recommendations to Reduce Number of 
Attacks on Banks 


HE Crime Prevention Bureau of the 

Illinois Bankers Association has _pre- 

pared a seven-point program for the 
prevention of bank crimes, which follows: 


First—Perfect a systematic plan for the 
safe opening of the bank in the morning. 

(a) By making a survey of the premises, 
to be sure no criminal is inside the bank 
awaiting the arrival of employes. 

(b) Devise some secret plan of your own, 
so that if employes enter the bank and are 
taken captive it will be known to outside 
persons. As a rule officers and town guards 
will gladly co-operate with you. 


Second—Install within the enclosures, elec- 
trical and other protective devices for outside 
communication and inside protection. 


Third—See that every precaution is taken 
to reduce loss as much as possible in case 
of a robbery. 

(a) By keeping a minimum amount of 
cash in cages. 

(b) Reserve as low as practical and un- 
der time lock during business hours. 

(c) All bank officers and employes 
should be on duty when time locked vault 
and safe are opened and closed during busi- 
ness hours. 


(d) 


Where possible avoid leaving single 
officer or employe in bank during business 


hours. Noon 
recommended. 

(e) Keep doors leading from lobby to 
working space securely locked and admit none 
but officers and employes. 

(f) See that mechanical and electrical 
protective devices such as alarms, etc., are 
systematically tested and at all 
proper working condition. 


closing in smaller banks is 


times in 


Fourth-—Assist in seeing that the town 
guard organization is properly organized un- 
der the direction of the county sheriff. 


(a) Each town guard should be legally 
appointed, bonded and sworn in. 

(b) Assist in seeing that town guard 
equipment and ammunition is properly sup- 
plied and cared for and that the town 
guards are instructed so that they are pre- 
pared for instant action and are familiar 
with their firearms. 

(c) Help in working out a definite plan 
for the rapid and systematic spreading of 
information in case of a bank robbery. No- 
tify the sheriff's office, local police department 
and the highway police. If possible arrange 
to have the information broadcast through 
the nearest radio station. If town guards are 
not given notice by alarm arrange to notify 
them first. 

(d) Assist in working out a plan for 
transportation of town guards in case of a 
holdup. 

(e) Work out a plan for the systematic 
watching of suspicious strangers. 

Fifth—Identification and evidence. 

(a) Train employes, in case of a rob- 
bery, first, to protect themselves, and second, 
to get as clear and accurate a description of 
bandits as possible. 

(b) Make a record of the numbers of all 
revolvers and other firearms in use in the 
bank and by town guards. Also record 
numbers of watches carried by persons em- 
ployed in the bank. 

Sixth—Precaution. Keep sufficient tools in 
the bank vault to effect speedy release from 
imprisonment therein. 


Seventh—Every member bank should be 
protected by the $1000 reward offered by 
the association, which is available to any 
member who is willing to pay the small 
charge covering the premium for underwrit- 
ing the reward. The reward card, which is 
furnished by the association to the participat- 
ing banks, should be conspicuously posted in 
the bank lobby. 
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A Bank... 


What It Is and What It Does 


By ELmMer H. YOUNGMAN 
Editor The Bankers Magazine 


“First of all let me state the simple fact that when you deposit money in a bank the 


bank does not put the money into a safe deposit vault. 


It invests your money in 


many different forms of credit—bonds, commercial paper, mortgages and many other 


kinds of loans. 


In other words, the bank puts your money to work to keep the 
wheels of industry and of agriculture turning around. 


A comparatively small part 


of the money you put into a bank is kept in currency——an amount which in normal 


times is wholly sufficient to cover the cash needs of the average citizen. 


In other 


words, the total amount of all the currency in the country is only a small fraction of 


the total deposits in all of the banks.” 


OU go into a town and somebody 
points out a substantial building on 
Main street, and you are told that 
it is the First National Bank. But is it? 
As a matter of fact, it is only the build- 
ing which houses that 
institution. 

You go into the 
bank and meet the 
president, vice-presi- 
dent, cashier and as- 
sistant cashier. Are 
these officials really 
the bank? Not at all. 
They are only the 
men who handle and 
direct its important 
transactions. 

In addition to these 
executive officers there 
are tellers, bookkeepers and clerks whom 
the officers appoint. But all these ofh- 
cers and employes do not constitute the 
bank nor even its personnel. The ofh- 
cers are elected by a class generally more 
numerous than themselves. These are 
the directors usually made up of the 
most active and successful business men 
of the community. 

But, from a numerical standpoint, 
others are still more important than all 
those mentioned. They are the share- 
holders. These will include the prin- 
cipal officers, all the directors, and many 
other persons having no official connec- 


but are 


belief that 


HESE elementary observa- 

tions about banks are not 
primarily addressed to bankers, 
published 
BANKERS MAGAZINE in the 
they 
formation which the banks may 
wish to pass along to their 
depositors.—Editor. 


From a radio address by President Roosevelt. 


tion with the bank. Even ina small bank 
the shareholders will run into several 
hundreds, and in the larger banks into 
thousands. Taking all the banks of the 
country, the number of shareholders will 
run into millions. The 
officers are elected or 
appointed by the 
shareholders, the lat- 
ter electing the di- 
rectors. 

Now we have all 
the personnel of the 
bank so far as con’ 
cerns its ownership, 
management and in- 
ternal operation. But 
we are far from hav- 
ing a bank. Only 
something like a mill 
with no grain to grind. The next es- 
sential is capital. This is furnished by 
the shareholders in varying amounts and 
whatever aggregate the business may re- 
quire. In the case of all national banks 
and of most state banks the minimum 
amount is fixed by law, usually in some 
proportion to the population of the town 
or city where the bank is located. It 
may be as much above the minimum as 
circumstances warrant. 

There is yet lacking to the completion 
of our banking structure something which 
in magnitude far exceeds the capital 
equipment. That is deposits furnished 
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by all classes in the community—the de- 
positors. 


NOW WE HAVE A BANK 


At last we have a bank, composed of 
oficers and employes, directors, share- 
holders and depositors; only after having 
all these can we truly say, this is the 
First National Bank, or whatever else 
the title may be. 

It has been said that directors are 
elected by shareholders, and officers by 
the directors. Employes are appointed 
by the officers. 

While the officers are held responsible 
for the management of the bank, it must 
not be forgotten that the kind of man- 
agement a bank will have depends upon 
the choice of officers made by the direc- 
tors, and that the latter, in turn, will 
be such as the shareholders elect. 

The responsibility for the management 
of a bank rests, then, on the officers in 
the first place, secondarily on the direc- 
tors, and finally on the shareholders. 


BANKS A HUMAN INSTITUTION 


We see, then, that a bank is not 
merely a building, constructed of brick, 
stone, marble and bronze; that it is not 
merely a “soulless corporation” composed 
of a few officers and directors, but that 
it is made up of many shareholders and 
more numerous depositors—in fact with- 
out the latter it is not a bank at all. 

Thus the bank is in reality not a cold 
piece of financial mechanism, but a liv- 
ing human institution. 


BANKING SAFEGUARDS* 


We are all apt to be unmindful of 
the many safeguards thrown around 


*The Banking Act of 1933 provides a plan 


for the guaranty of bank deposits. This plan 
is compulsory for all national banks, and 
may be applied to state banks qualifying for 
admission. Under the temporary plan, dating 
from January 1, 1934, and extending to 
July 1, 1934, deposits to the amount of 
$2500 will be guaranteed in full. The 
permanent plan, effective July 1, 1934, will 
guarantee in full deposits up to $10,000, 
75 per cent. of deposits from $10,000 to 
$50,000 and 50 per cent. of deposits over 
$50,000. 


banking operations by law and by the 
banks themselves. 

Let us look at some of them. Banks 
are organized under national or state 
laws. The national laws governing banks 
are uniform. State laws vary in the re- 
spective states. 

But all these laws have many common 
features designed to make banks safe. 
Generally, these laws relate to the 
amount of capital, loans and the kinds of 
business the banks may transact. They 
prohibit certain operations considered to 
be unsafe. 

Practically ail banks are under more 
or less strict laws relating to operation 
and management, and they are subject 
to frequent examination by examiners 
appointed by the Federal or state au- 
thorities. 

In some of the important cities they 
are further subject to examination by 
clearing-house examiners. Many banks 
have their own examiners or auditors 
who periodically look into the banks’ 
operations. 

The banks are, in substantially all 
cases, required to make and publish re- 
ports of their condition for the informa: 
tion of the public. 

In addition to these safeguards fur’ 
ther protection is afforded by the build: 
ings. They are, as a rule, of substantial 
construction, and provided with vaults 
and safes offering a high degree of safety 
for money, securities and other valuables. 

But this is not all. These are only the 
legal and more or less mechanical devices 
for affording a high degree of banking 
safety. 


IMPORTANCE OF THE MANAGEMENT 


The chief reliance for banking safety 
is to be found in the character of the 
management. 

The men who operate the bank must 
not only be honest. They must possess 
the skill and judgment necessary to the 
safe and successful conduct of their bank. 

These qualifications the bankers of the 
United States have to a greater degree 
than might be inferred from our recent 
banking history. 
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True, thousands of banks have failed 
in recent years. Many more thousands 
of banks, big and little, have withstood 
the most severe trial which any country 
has ever experienced. 

Serious as have been the bank failures 
from the standpoint of numbers, and 
causing as they have much individual 
distress, measured by percentages of total 
bank deposits, the failures have been 
relatively insignificant. 

Admitting that our banking systems 
need strengthening, the numerous fail- 
ures of recent years have been due more 
to exceptional conditions than to lack of 
safety in the banks themselves. 

BANKING BASED ON PRODUCTION 
TRADE 


AND 


Banking rests upon production and 
trade. Unless these activities are sound 
and profitable, banking operations can- 
not be so. 

Bank failures have been most numer- 
ous in the agricultural sections of the 
country. This has been due to the fact 
that farming has for some time shown a 
lack of stability and profit. 

The restoration of confidence in the 
banks is necessary to the restoration of 
prosperity. 

No less is it true that the restoration 
of prosperity in business is essential to 
safe-and profitable banking. 

Conditions in the United States since 
1914 have been unfavorable to sound 
banking. For it was in the middle of that 
year that the war began in Europe, in 
which we later became involved, and 
never since that time have the banks of 
the country operated under normal con- 
ditions, but it may be said, in a general 
way, that the war resulted in a tre- 
mendous inflation whose destructive har- 
vest we have inescapably been reaping 
ever since. 

Our farms, railways, factories and 
trading enterprises must be restored to 
sound and prosperous conditions. Only 
as this is done can we expect sound and 
safe banking. 

The many thousands of banks that 
have successfully weathered the worst 


financial and economic hurricane in the 
world’s history are deserving the highest 
degree of praise. Even for many that 
went down, admiration must be shown 
for the heroic efforts they put forth to 
avoid disaster. 


BANKING AND BUSINESS FAILURES 


Let us not place too much emphasis 
on the number of bank failures. For 
each of the years 1931 and 1932 about 
2000 banks of all kinds failed or sus- 
pended, some of them resuming business 
afterwards. But in the year 1932 alone 
commercial failures exceeded 31,000 or 
about three times the number of banks 
failing in ten years. And remember, 
also, how difficult it is for banks to keep 
going when commercial establishments 
are crashing at the rate indicated. 

BANKS STRIVE TO KEEP SOLVENT 

Both bank officers, directors and share- 
holders have every incentive to keep their 
institutions open and doing business. For 
in the case of failure, the officers lose 
their jobs and also suffer a loss of pres’ 
tige in their communities. They, and 
the directors as well, are likely to sus- 
tain financial losses also for lines of busi- 
ness in which they are sure to be inter- 
ested. This is true of the shareholders, 
too, and to them the closing of the bank 
means that they may not only lose their 
invested capital, but may be assessed in 
an equal amount* to make up any de- 
ficiency in the lesses of the failed bank. 

In fact, the officers, directors and 
shareholders have every reason, from 
personal interest, to use every effort to 
keep their bank alive. 

You, as a depositor, do not wish to 
see your bank fail. Be assured that those 
who own and manage the bank cannot 
regard its failure as other than a serious 
blow both to their pride and pocketbooks. 


*The Banking Act of 1933 repealed what 
was known as the double liability of share- 
holders so far as it applied to shares of na- 
tional banks issued after the taking effect of 
the act. 
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RECOVERY OF DEPOSITS IN FAILED BANKS 


Bank failures are serious, more so in 
reference to the temporary inconvenience 
which they cause than the ultimate losses 
sustained. These are less than is com- 
monly supposed. For example, there are 
statistics relating to national bank fail- 
ures from 1865 to 1932. Respecting the 


claims finally paid by these closed in- 
stitutions the Report of the Comptroller 
of the Currency for 1932 says: 


“From the date of the first failure of a 
national bank in 1865 to the close of busi- 
ness October 31, 1932, 1195 receiverships 
have been liquidated and the trusts closed 
or the affairs thereof restored to sol- 
vency. Included in this number are the 
109 banks restored to solvency (25 in 
1932) and 97 the liquidation of which 
was completed during the year 1932. 
The 1086 banks liquidated by receivers 
had assets, including assets acquired sub- 
sequent to their failure, aggregating 
$686,980,728. The capital of these 1086 
banks was $116,770,420, and there were 
levied by the Comptroller of the Cur- 
rency stock assessments against their 
shareholders in the amount of $78,895,- 
740. The collections from these assets, 
including offsets allowed, and collections 
from stock assessments, as indicated by 
receivers’ final reports, amounted to 
58.65 per cent. of such assets and stock 
assessments. 

“In addition to this record of distribu- 
tion, there were returned to shareholders, 
through their duly elected agents, assets 
of a book value of $16,621,742. 

“From the above it will be noted that 
the average percentage of all dividends 
paid on the aggregate of secured and un- 
secured claims proved against the 1086 
receiverships that have been finally 
closed, but not including the 109 re- 
stored to solvency which paid 100 per 
cent., was 67.19 per cent. If payments 
to secured and preferred creditors, offsets 
and other disbursements, as indicated 
above, were included with the dividends 
paid in this calculation, the total dis- 
bursements to creditors would amount 
to $414,701,237 or 77.06 per cent. of 


claims proved plus other liabilities paid 
but not included in the figure above of 
proved claims, or $538,129,583. In 
making the above calculations of per- 
centages of payments to secured and 
preferred creditors no consideration has 
been given to those liabilities to credi- 
tors not claimed, as well as secured 
claims which were proved and upon 
which dividends were paid but which 
were subsequently eliminated from the 
total of claims proved by reason of hav- 
ing been paid in full out of the proceeds 
of collateral collections. The considera- 
tion of such unclaimed items, together 
with secured claims proved but not in- 
cluded in the total thereof set out in the 
table above, would reduce somewhat the 
percentages of payments to creditors as 
given.” 


While complete statistics of state 
banks during the same period are lack- 
ing, they would undoubtedly show that 
these institutions which have failed in 
the period named have also paid sub- 
stantial amounts to their depositors. 

In the case of the state banks of an 
entire state their safety depends to a 
considerable extent upon the laws under 
which they are organized and operate, 
and these vary. But in the case of any 
particular bank, safety depends largely 
upon the character of the management, 
whether the bank operates under state 
or Federal laws. 

The general purpose of banking laws 
is to promote the safety and efficiency 
of the banks. 


CHARACTER OF THE PEOPLE A FACTOR IN 
BANKING SAFETY 


It is well known to students of bank- 
ing history that in addition to good laws 
and wise management, the safety of 
banks is governed to a considerable ex- 
tent by the people dealing with the 
banks, their character and _ business 
methods. Hence, it by no means fol- 
lows that a multiplicity of laws assures 
banking safety. 

Conservative banking is, in part, a 
product of conservative business methods. 
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Where people are too much disposed to 

make speculative ventures, banking is apt 

more or less to reflect this tendency. 
WHAT IS A BANK DEPOSIT 

Deposits in a bank are the credits en- 
tered in the books of the bank in favor 
of those who are dealing with it. 

They are made up of various items 
cash, drafts, checks, etc., in the process 
of collection. To a large extent they 
represent notes of depositors, the bank’s 
loans. 

You borrow $10,000 of a bank on 
your note; on one side of the bank’s 
books this figures as a loan—a part of 
the bank’s assets—and on the other side 
as a deposit—part of the bank’s lia- 
bilities. 

The note you have given may be for 
thirty, sixty or ninety days—possibly 
longer—-but the deposit very likely will 
be payable on demand. 

Thus for your note, payable only after 
the lapse of a considerable period of 
time, you have obtained the right to 
draw on the bank at once for substan- 
tially the full amount of your note, and 
if required the bank must pay you, or 
others to whom your right has been 
transferred in cash. 

In this instance you yourself have put 
no cash in the bank, but in exchange for 
your note obtained a right to call on the 
bank for money. 

No understanding of banking opera- 
tions can be had without realizing the 
fact that deposits in banks, payable gen- 
erally on demand, are represented very 
largely by loans, payable on time. 

There are, of course, demand loans 
and time deposits, but this does not ma- 
terially change the situation. 


YOUR DEPOSIT BELONGS TO THE BANK 


When you make a deposit of money 
in a bank, the money is no longer yours. 
It is the bank’s. 

Legally the relation thus established is 
that of debtor and creditor, the bank 
being the debtor and the depositor the 
creditor. 


In exchange for your deposit, the bank 
has engaged to pay your checks drawn 
against it. 

You cannot, of course, expect nor 
demand the return of the actual cash or 
bills deposited. You can only have their 
equivalent value. 

If your deposit is made in cash, the 
bank cannot keep it idle merely for the 
purpose of meeting your checks. To 
meet its own operating expenses, and to 
earn a profit, the bank must put your 
money to work for you and for itself. 
It must lend this money to others whose 
business requires it more than yours, or 
it may invest it in bills, notes or other 
securities; but in some way, permitted by 
law and the rules of safe banking, the 
money must be put to work. 

This does not mean that the bank 
parts with all its cash. It keeps on hand 
an amount considered essential to meet 
the demand. The supply can be in- 
creased or diminished as circumstances 
may require, under ordinary conditions. 
Ways in which this is done have been 
mentioned elsewhere. 

One way in which a bank may ac- 
quire cash is by drawing on its reserve, 
kept with the Federal Reserve banks in 
the case of national and other banks 
members of the Federal Reserve System 
and elsewhere in the case of banks out- 
side this system. Under normal condi- 
tions these reserves are quite sufficient, 
but they are not inexhaustible, and can- 
not be made to meet a universal “run” 
on banks, as recent experience has clearly 
shown. 

The fact should be constantly borne 
in mind that deposits are, to a very 
large extent but one part of a credit 
entry, the other part figuring as loans. 


THE BANK A DEALER IN CREDIT 


Thus far we have considered what a 
bank is in reference to its actual makeup. 
Before a good understanding of the mat- 
ter can be had attention must be given 
to what the bank really is besides the 
things already mentioned. 

The bank is actually a credit mer- 
chant. It buys the credit of others, pay- 
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ing for it in the bank’s own credit, or in 
cash. Whether it buys your note, draft, 
bond or other evidence of value, the 
transaction will likely take this form; 
that is, you will be paid either by an 
equivalent amount placed to your credit 
in the books o* the bank or in cash. 

As the seller of credit to the bank, you 
have got something which can be changed 
immediately, or as needed, into money; 
for if the amount received for your sale 
is credited to you in the books of the 
bank, you may draw against it at once, 
and substantially to the full amount. ~ 

While a bank may, if market condi- 
tions are favorable, sell its bonds, and 
can collect deposited drafts and checks, 
the notes of customers which it holds are 
usually payable only at a later date, and 
cannot be turned into cash until they 
mature. 

It is of the utmost importance to keep 
in mind that if depositors make calls on 
the bank faster than these notes come 
due and are paid, the bank is likely to 
encounter difficulties in meeting such 
demands. 

When business runs along in its nor- 
mal course, the cash coming into the 
bank will about equal that which is go- 
ing out, and in this case no trouble is 
experienced in meeting the calls for cash. 

Please remember, also, that under or- 
dinary conditions notes to the bank are 
maturing and being paid concurrently as 
new loans are made. 

In other words, when there is no un- 
due disturbance of trade and production, 
nothing to cause apprehension about the 
safety of banks in general—when con- 
ditions are “normal” as we say—the 
banks have no difficulty whatever in sup- 
plying the wants of the community for 
cash. 

If there are minor and temporary 
fluctuations in these demands, the bank 
can meet them in several ways: by ceas- 
ing to make fresh loans, requiring pay- 
ment of such loans it may have out on 
demand, by “rediscounting” (that is by 
borrowing on its “commercial paper,” 
notes or bills of its borrowers and deal- 


ers), or by selling some of the securities 
which it may own. 

But when all, or even the greater part, 
of depositors want their money at the 
same time, a situation arises which is 
sure to cause trouble all around. 

CAUSES OF OUR RECENT BANKING 
BREAKDOWN 


This extraordinary demand is what 
caused our banking system to experience 
a temporary breakdown in the spring of 
1933. 

In many cases depositors began to call 
for cash to be locked up because of wide- 
spread apprehension of the safety of 
banks. 

The people not only lost confidence 
in the banks, but in themselves. For 
when you come right down to it, the 
people are the banks. They furnish the 
funds in the shape of capital and de- 
posits (chiefly in the latter form) which 
constitute the banks. 

The cause of the widespread break- 
down of banking in the spring of 1933 
was not due to a sudden falling off in 
the integrity and skill of our bankers. 

Since 1922 the rate of bank failures 
has been rising. Why? Primarily, be- 
cause of the derangements of various 
kinds following in the wake of the 
World War. We acted as if that 
devastating tragedy had not impoverished 
the world but enriched it. We were de- 
ceived by the enormous inflation to 
which wars always give rise into the 
belief that a new era had dawned. Not 
only was there speculation in commodi- 
ties, but in securities and lands. 

Are the banks to blame for failing to 
halt this riotous speculation, which cul- 
minated in the crash of the autumn of 
1929? To some extent, perhaps, but 
surely not entirely. Conservative bank- 
ing depends upon a conservative people, 
for essentially the people are the banks. 

Much of the speculation preceding the 
crash of 1929 was carried on with funds 
not furnished by the banks. Attempts 
which the banks made to curb specula- 
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tion were quite generally received with 
derision. 

The control of credit is something not 
altogether in the hands of the banks. 

Depositors who furnish the bulk of 
funds on which the banks do business 
are the real masters of the situation. 
Having adequate security their demands 
for loans cannot be refused by the banks. 
Nor can the use to which the loans are 
to be put be rigidly limited by the banks. 
True, the bank may require that the 
loan shall not be used in a manner to 
endanger its safety. But to go beyond 
this would call for a moral censorship 
over the community which banks are 
hardly, in their individual capacity at 
least, in a position to exercise. Only by 
a limited banking policy, embracing sub- 
stantially all the banks of the country, 
could such censorship be effectually ex- 
ercised. Probably this would call for a 
single central bank, to which all other 
banks would be more or less tributary. 
However desirable the ends to be at- 
tained by this centralization of banking 
power, the means to be employed have 
not been received with favor by the 
American people. They deliberately de- 
stroyed two central banks in the early 
history of the country, and in compara- 
tively recent years rejected a plan for 
creating a similar institution. 


UNSETTLED BUSINESS CONDITIONS 


Besides the ill-effects due to inflation 
other influences have been operating to 
unsettle business. Our productive ca- 
pacity, both on the farms and in our fac- 
tories, has outrun our ability to consume. 

Whether this state of affairs has been 
caused by lack of proper attention to 
distribution and consumption, to insufh- 
cient wages, or to the falling off in ex- 
ports, are controversial questions not 
proper to be discussed here. Each of 
these factors has had its effects. Which 
one has predominated is a matter of 
dispute. 

Farming has not been profitable, and 
the excessive rate of mortality among 
commercial concerns has indicated the 


unsatisfactory state of business in gen- 
eral. 

With general conditions such as they 
have been for several years, -it was in- 
evitable that our banking system should 
show the strain, and that it would be too 
severe to be withstood by many of the 
smaller institutions. 

But distrust has not been confined to 
our banks, industries and commercial es- 
tablishments. It has been quite general. 

Enough has been said to show that 
whatever weaknesses may exist in our 
numerous banking systems, and whatever 
incompetence may exist in some of our 
banks, to neither of these causes can be 
attributed the general breakdown of 
banking which happened in the spring 
of 1933. For the major responsibility 
we must look outside the banks them- 
selves. To say this is not to offer an 
apology for unsound banking, but to call 
attention to what must be constantly 
kept in mind, namely, that banking 
standards have not deteriorated but have 
rather improved, and so far as these 
standards are concerned, there exists the 
same basis for confidence in our banks 
as has existed at any time in the coun- 
try’s history. 

Furthermore, that while all our bank- 
ing systems are capable of improvement, 
and while the need for more efficient 
bank management is apparent, much of 
banking safety will depend upon the safe 
and profitable operations of production 
and trade, and upon the character of 
the people themselves. 

The aphorism that grapes are not 
gathered from thorns nor figs from 
thistles is clearly applicable here. 


BANK DEPOSITS AND THE MONETARY 
SUPPLY 


To expect that all banks shall, at a 
given time, be able to pay all their de- 
positors in full in cash, on demand, is 


unreasonable. This is easily shown. 

On June 30, 1932, the Report of the 
Comptroller of the Currency gave fig- 
ures for 19,163 banks reporting to his 
ofice. This report showed that the total 
deposits amounted to $45,390,269,000. 
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At the same time, and by the same 
authority, the entire stock of money in 
the United States was given as $9,004,- 
400,000. 

Thus the bank deposits were five times 
all the money in the country. Even if 
the banks had all the money in existence 
in the United States, which is by no 
means the case, they could pay only one- 
fifth of their deposit obligations. 

BULK OF PAYMENTS NOT MADE IN CASH 

But this is no cause whatever for 
alarm. Usually, people employ but a 
small amount of cash in their business 
transactions. They use checks or other 
credit instruments to the extent of some 
90 per cent. 

It is only in times of distrust, not of 
the banks merely, but of conditions gen- 
erally, that extraordinary demands are 
made on the banks for cash. 

The people rush to the banks to pro- 
tect themselves, but in doing so they are, 
perhaps unconsciously, and certainly un- 
intentionally, taking exactly that course 
destined to make a bad situation worse. 
They are pulling down the house on 
their own heads. 

Banks gather up the unemployed 
funds of a community and put them to 
work. These funds do not consist en- 


tirely, nor even principally, of the cap- 
ital contributed by the shareholders of 


the banks. They are made up to a much 
larger extent by the funds supplied by 
the people of the community—deposits. 

And these funds are not set to work 
in the bank’s own enterprise es but in 
those of the town, city and neighboring 
territory. Thus they are of por 
and benefit. 

In fact, we can hardly imagine any 
business or calling that is not in some 
way dependent upon banking service. 

The fisherman on the remote New 
England coast, the lumberman in the far 
away Northwest, the farmer in the Mis- 
sissippi Valley, the manufacturer, mer- 
chant, the professional classes, the wage- 
earners—all find their activities quick- 


ened by the services which the banks 
render, and are really largely dependent 
upon them. The same is true of con- 
struction enterprises-—the building of 
public structures, of bridges, of roads 
and of homes, everywhere, at some point, 
banking plays its part. 

Nor does the bank derive the major 
profit from its operations. This goes to 
those engaged in the various forms of 
enterprise. For you may get credit at a 
bank and by its judicious use make a 
profit far exceeding the amount charged 
you for interest. 


BANK PROFITS NOT EXCESSIVE 


There is a general belief, based on a 
misunderstanding of the facts, that the 
banks pay much larger dividends than is 
actually the case. 

For example, in the year 1932, ac- 
cording to official report, 6150 national 
banks paid dividends of 5.98 per cent. 
of their capital and surplus and 6.64 
per cent. in the preceding year. 

You may read, occasionally, of a very 
large dividend being paid by some single 
bank. But if you come to examine the 
figures you will find this dividend is a 
certain per cent. of the capital while 
the surplus, which may be several times 
the paid-in capital, is what made the 
large dividend possible. Surplus is, as a 
rule, composed of earnings laid aside 
over a long period of years, and is ac- 
tually employed in the same manner as 
capital. But the dividend rate is stated 
only as a certain percentage of capital 
only. 

Banking profits, 
over, are far from being excessive. 


taking the country 
They 
are rarely so in the case of any single 
bank, if one keeps in mind what has 
been said about the earnings of surplus 
funds gradually added to capital. Nor 
: os true that banks profit most in times 

f depression for their prosperity rests 
upon that of the people. This statement 
is supported by official reports of bank 
earnings. 
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SAFETY AND SERVICE OF THE BANKS* 


By the character of their buildings and 
vaults, and the guardianship of officers 
and employes, and the many legal safe- 
guards thrown around the banks, these 
institutions afford the safest place to 
keep one’s money and valuables. 

If our people had tried to take care 
of their money and other valuables with- 
out the protection banks give them, they 
would painfully have recognized the 
truth of this statement. 

Losses by theft, fire and careless han- 
dling would have soon convinced them 
of the folly of keeping money and valu- 
ables under the mattress, in the kitchen 
stove or in their own pockets. 

A sound bank—and this includes the 
great majority—is the most secure place 
in which to keep one’s money and other 
valuables. 

But in addition to the safety they 
offer banks are of great convenience to 
the individual making use of them. 

They afford a ready means of trans- 
ferring your funds to the account of 
others to whom you may be indebted. 
With a checking account, you no longer 
have to procure cash to be taken per- 
sonally or sent by mail to settle your 
accounts. You simply draw a check, 
transferring the required amount to your 
creditor. Similarly, your account is the 
receptacle for other checks sent you by 
those who may happen to be your 
debtors. 

To a very great extent a bank is an 
agent for the transfer of debits and 
credits. 

Through the instrumentality of a bank 
account you may send money to the 
remote parts of the earth and acquire a 
letter of credit that will put you in com- 
mand of cash almost anywhere on the 
globe. 


*While, in practice, the modern bank offers 
many services to its customers, its primary 


function consists in receiving funds from de- 


positors, disbursing such funds ordered by 
depositors, and employing a portion of its 
deposits and of its own capital funds in the 
making of short term loans.—-The Index, 
published by The New York Trust Company. 


The greatest service banks render con- 
sists in the enriching stream of credit 
which they pour into the channels of 
production and trade, but their useful- 
ness to the individual, in ways that have 
been enumerated and in many others, 
are beyond calculation. 

The consequences of withdrawals of 
deposits from banks, at a rate greater 
than the replenishment of their funds is 
taking place by fresh deposits or by the 
maturity and payments of their loans, 
are more serious than is commonly un- 
derstood. Such excessive withdrawals 
not only cause the banks to shut down 
on making new loans, to demand pay- 
ment of those outstanding on demand 
and to sell their securities—most likely 
at a sacrifice and on a declining market 

but the ability of the bank to con 
tinue lending is lessened to a much 
greater extent than the actual cash with- 
drawal. This is due to the fact that, as 
a rule, banks can safely lend more than 
the actual amount of cash deposited with 
them. Thus every “run” on a_ bank 
spreads the distress, and makes not only 
the banking situation worse, but harms 
all branches of industry and trade mak- 
ing use of banking credit, and these ill- 
effects finally reach to every class in the 
community, ultimately harming even the 
modest wage-earner. 


MUTUAL OBLIGATIONS BETWEEN 
AND THEIR DEPOSITORS 


BANKS 


It is clearly the duty of a bank to 
conduct its business in strict conformity 
to the laws governing its organization 
and management. More than this, the 
bank should be guided in its public rela- 
tions by ethical standards which will de- 
servedly win and keep confidence in its 
integrity. 

But depositors and borrowers from 
banks also have their responsibilities and 
duties. If they expect a bank to play 
fair with them, which is an entirely 
right and reasonable expectation, they 
should, in turn, play fair with the bank. 

If borrowers from banks will make 
only safe and profitable use of the funds 





58 THE BANKERS MAGAZINE 


borrowed, the safety of banks will be 
greatly helped. 

If depositors will realize that their 
“right” to withdraw all their balances at 
once, is one to be exercised with con- 
sideration for the rights of others, sense- 
less runs on banks—infinitely harmful to 
the community will be greatly diminished. 

Depositors should bear in mind, when 
making a “run” on a bank, incited by 
fear, that they are not only injuring 
others who may refuse to yield to their 
fears, but that they are spreading a dis- 
trust which may imperil a solvent bank, 
causing its suspension and widespread 
distress. This fact was well expressed 
by Mr. Walter Lippmann, a distin- 
guished publicist, in the New York 
Herald Tribune: 


“There can be no right to hoard any 
more than there can be a right to seize 
the best lifeboats at sea or to get the best 
food in a beleaguered city. Modern 


currencies and modern banks, the gold 
standard, money, and credit are based 
upon the assumption that the people who 


use them will behave in certain normal 
ways, and when they do not behave that 
way the whole mechanism falls into dis- 
order.” 


A recognition of the reciprocal obli- 
gations existing between banks and their 
depositors will be greatly helpful in es- 
tablishing better relations between the 
banks and those who deal with them. 

The constructive measures taken by 
the Government afford a renewed basis 
of confidence. Faith in the banks may 
well rest on the fact that the great ma- 
jority of them are still carrying on, after 
a financial hurricane of unprecedented 
severity. 

No banking system can be made so 
perfect as to be unaffected by the 
fluctuations in business, for banking is 
built upon business. 

What may be done, by legislation, by 


raising the ethical standards of banking 
and especially by gaining the co-operation 
of depositors, is to make our banking 
system so strong that it will be able, as 
are the staunchest ships at sea, to stand 
four-square to every wind that blows. 


~ @— 


MID-WINTER BANKING AND 
TRUST CONFERENCE TO BE 
HELD IN NEW JERSEY 


THE tentative program for the first mid- 
winter banking and trust conference of the 
New Jersey Bankers Association, to be held 
in Trenton, January 18 and 19, has been 
released by Carl K. Withers, president of the 
New Jersey Bankers Association and trust 
officer of the First-Mechanics National Bank 
of Trenton. 

The first day will be devoted largely to 
trust matters, and the list of subjects to be 
discussed includes addresses on public rela’ 
tions; real estate and mortgages; co-operation 
between the inheritance tax bureau and cor- 
porate trustees; effect of the present mone- 
tary plans on trust investments; and inheri- 
tance and gift taxes. 

On the evening of the eighteenth a ban- 
quet will be held. The second day of the 
conference will be devoted to commercial 
banking and addresses will be delivered on: 
The value of credit bureaus and the inter: 
change of credit information; the future of 
commercial paper; the banker and his duty 
to industry; getting the banker back into 
the banking business; what has the banker a 
right to expect when considering the certifica- 
tion of a statement by a C.P.A.; and pro- 
posed changes in the Banking Act of 1933. 

On the same day there will be held a joint 
luncheon with the Rotary Club at which 
Judge Gilbert T. Stephenson, vice-president 
of the Equitable Trust Company of Wilming- 
ton, Delaware, and formerly president of the 
trust division, American Bankers Association, 
will be the guest speaker. 

The committee in charge of this year's 
conference will be: General conference chair: 
man, F. Irving Walsh, vice-president, Plain- 
field Trust Company, Plainfield; chairman 
banking conference, W. Paul Stillman, presi- 
dent, National State Bank, Newark; chair- 
man trust conference, George Letterhouse, 
trust officer, Commercial Trust Company of 
New Jersey, Jersey City. 





Insurance Trust Administration 


By CUTHBERT LEE 
Former Trust Supervisor, Guaranty Trust Company of New York 


HE name of the man who origi- 
nated the idea of the insurance 


trust is unknown, and the origi- 
nator probably received no fame and no 
money at the time, except his fee for 
drawing the original agreement. The 
earliest pure insurance trust of which 
the author has knowledge was terminated 
recently. It was established on April 
14, 1880, over half a century ago, by 
Frank E. Draper under an agreement 
conveying his interest in an insurance 
policy on his life in the amount of $2500 
dated September 25, 1866, issued by the 
National Life Insurance Company of 
Vermont, and a policy for $7500 dated 
February 14, 1867, issued by the Mutual 
Life Insurance Company of New York, 
to William H. Draper and Henry Van 
Kleeck as trustees. 

The latter were to “continue to hold 
same in trust on the terms, conditions 
and limitations hereinafter contained, to 
retain, hold and manage the same during 
the life of said Frank E. Draper and 
upon his death to apply the proceeds” 
one-half to the grantor’s mother if she 
survive him, and to hold, invest and re- 
invest the other half and pay the income 
to the grantor’s daughter. To the latter 
was given power of appointment by her 
will covering distribution at her death 
of the principal held for her benefit. The 
trustees named were succeeded in 1897 
by the United States Mortgage and 
Trust Company, which merged in 1929 
with the Chemical Bank and Trust Com- 
pany of New York. 

The unknown inventor of the insur- 
ance trust vehicle performed an immense 
service for the public and the corporate 
fiduciaries. His service to the latter is 
shown by the fact that much the larger 
part of the great increase in volume of 
personal trust business which has taken 
place in recent years is in the field of 
insurance trusts. His service to the pub- 


lic consists in having presented to those 
who are aware of the value of a trust 
and desire to establish one but have, as 
is the case with the overwhelming ma- 
jority of people, no substantial assets 
except life insurance policies, the oppor- 
tunity to create a trust at once. It is the 
fact that an insurance trust can be es- 
tablished without having, or without re- 
linquishing, money or securities, which 
has made the type widely popular with 
the middle economic class. For the same 
reason the largest volume of such trusts 
is founded in the type called the un- 
funded insurance trust. 

An insurance trust created by deed or 
agreement between a grantor in his life- 
time and a trustee is a voluntary trust, 
and it would be well if this fact were held 
in mind and its organization and admin- 
istration were made to conform more 
closely to those of a regular funded vol- 
untary trust than is apt to be the case 
at present. The subject, while known 
for a few decades, is still new, and the 
current principles will no doubt undergo 
changes; the effort below is to present 
the best thought and practice regarding 
insurance trusts, as far as it has been de- 
veloped to date. 

The agreement creating an unfunded 
insurance trust is similar to that creat- 
ing a voluntary trust with funds. 
Strictly speaking the word “unfunded” 
is a misnomer; no trust can exist without 
a fund or assets of some sort, even 
though the asset be only an assignment 
of some future right; and in this case the 
asset is such certain interest in a life in- 
surance policy or policies as is conveyed 
by the agreement to the trustee. The 
word “unfunded” is used to mean that 
no cash or securities are placed in the 
trust when it is established, and will 
only be held therein after the insurance 
policies are collected by the trustee upon 
the death of the person, usually the 
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grantor, on whose life the policies were 
issued. 

The first important question in con- 
nection with the agreement is: exactly 
what interest has the grantor under the 
policies, and exactly what interest is he 
conveying to the trustee? After these 
facts have been determined the trustee 
must know whether by the agreement 
and any supplementary action the 
grantor has indeed effectively conveyed 
to the trustee the interest which he in- 
tended to convey to it. The first duty 
of the trustee is to see that the policies 
are made payable to the trustee, usually 
named in the following manner: “Bank 
Trust Company as trustee under agree- 
ment dated August 4, 1933.” 

CHANGE OF BENEFICIARY 

The change is accomplished by obtain- 
ing from the insurance company a printed 
form of change of beneficiary, and hav- 
ing this form properly executed by the 
insured, with the result of making the 
insurance payable upon the death of 
the insured to the trustee and no other. 
This is a technical procedure, dependent 
upon the rules of the particular insur- 
ance company, no two sets of which 
rules are alike. The forms of some com- 
panies must be executed in duplicate, of 
others in triplicate, of still others in one 
exemplar; some forms call for signature 
of one witness, some for two, and others 
for none. 

Certain companies require the policies 
to be returned to them together with the 
forms in order that they may endorse the 
change upon the policies; other com- 
panies only file the form. When re- 
ceiving the form some insurance com- 
panies also require a copy of the trust 
agreement to be filed with them; others 
only require it to be exhibited to them; 
others do not care to see the agreement; 
and ‘still others avoid any responsibility 
for fulfilling the terms of the agreement 
by ‘inserting a clause to that effect in the 
form of change of beneficiary. 

There is still no unanimity in the 
minds of grantors, attorneys and cor- 
porate fiduciaries as to the exact nature 





of the revocable unfunded insurance 
trust, as proved by the latest discussions 
in periodicals. There are two schools of 
opinion, one holding that the agreement 
creates no immediate trust but only the 
presumption of a trust, confirmed at the 
death of the grantor. The second view 
is that a trust is created at the time of 
execution of the agreement. 

Numerous operations are diametrically 
different under one.or the other of these 
theories, and until the trustee is able to 
make up its mind it is bound to be en- 
tirely at sea and unable to conduct any 
logical administration of the trust. With- 
out determination of this point it is 
impossible in many cases to know 
whether the trust is valid or not. A 
recent decision favored the second view 
by ruling that the grantor’s life was to 
be counted in determining the period 
during which the trust was in force, and 
that as the agreement had been drawn 
upon the first theory, considering the 
trust as commencing upon the grantor’s 
death, and remaining in force for the 
normal period of two lives then in being, 
it exceeded the statutory period and was 
wholly void, even for the beneficiaries 
living at the date of execution of the 
agreement. 

A looser form of unfunded insurance 
trust is often attempted to be estab- 
lished, under which the policies are 
never deposited with the trustee at all, 
but are kept by the grantor in his own 
possession. While it is perhaps true that 
the trustee receives such interest in the 
policies as the terms of the agreement 
give it, nevertheless if they do not ade- 
quately envisage the non-delivery of the 
policies the failure to deliver them to the 
trustee might possibly subject the valid- 
ity of the trust to question and should 
not be encouraged. 


IRREVOCABLE TRUST 


lf the insurance trust agreement is 
irrevocable, and does not permit with- 
drawal of the policies nor withdrawal 
of part of their value through policy 
loans, the logical corollary is that the 
policies should be formally assigned to 














the trustee. This brings up an interest- 
ing point which should be perfectly clear 
but which has confused many grantors 
and trustees and has totally defeated the 
purpose of many trusts. Obviously the 
insured can only assign to the trustee 
such rights in a policy as he possesses. 
The right to receive the proceeds upon 
his own death is not one of such rights, 
except that his estate may have the right 
to receive the proceeds, if he has named 
as beneficiary his estate and not an in- 
dividual. 

Therefore if the policy shows the 
name of the insured’s wife or other in- 
dividual as beneficiary, and the insured 
executes an assignment of the policy to 
the trustee and no further action is 
taken, when he dies his wife will prob- 
ably collect the proceeds of the policy 
and the trustee will get nothing. Such 
an assignment gives the trustee the right 
while the insured lives, provided the 
agreement does not contradict it, to sur- 
render the policy and receive its sur- 
render value, the right to borrow on 
the policy, possibly the right to apply to 
have the policy made a paid-up policy 
for the value which the paid premiums 
warrant, etc. None of these rights are 
apt to have been intended by the agree- 
ment to be given to or exercised by the 
trustee. An assignment however also 
gives the trustee the right to change the 
beneficiary. 

Consequently it is the duty of the 
trustee to see that the insured first ex- 
ecutes a change of beneficiary form 
making his estate the beneficiary (pro- 
vided the policy does not so read al- 
ready) and then executes a permanent 
assignment of his interest in the policy 
to the trustee. When this has been 
done, in the above no further 
change of beneficiary need be made. If 
the assignment is made without the 


case, 


change of beneficiary form having been 
executed by the insured, and the bene- 
ficiary named is other than the trustee or 
the estate of the insured, it is then the 
duty of the trustee itself to execute a 
change of beneficiary form, making 
itself the beneficiary. 
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ASSIGNMENT 


To assign the interest of the insured 
to the trustee the form provided for the 
purpose by the insurance company must 
be executed by the insured, and here 
again the insurance companies differ in 
their requirements. Some of them de- 
mand that the previous beneficiary join 
in or consent to the assignment. If the 
policy has been previously assigned to 
anyone, it is usually considered neces- 
sary that the assignee assign the policy 
back to the insured, and that the insured 
then assign it to the trustee. When the 
policy has been assigned to the trustee, 
and the beneficiary named is the trustee 
or the estate of the insured, the interest 
of the trustee in the proceeds of the 
policy is considered assured, and the in- 
surance company will not permit the in- 
sured to further assign the policy, to 
change the beneficiary, or to borrow on 
the policy, without the permission of 
the assignee who is the trustee. 

After the execution of the trust agree- 
ment, it should be obvious that the next 
move is the assignment of the policies, or 
change of designation of the beneficiary, 
to the trustee, according to the require- 
ments of the given case as explained 
above, because until this is done it is 
not certain that if the insured should die 
the proceeds of the policies would be 
payable to the trustee. The legal cases 
show considerable variation, and in some 
of them where the intention was clear 
and the insured promptly initiated the 
necessary steps to make the policies pay- 
able to the trustee but had not yet com- 
pleted these steps when he died, through 
unavoidable delay and through no neg- 
lect or procrastination on his part, the 
proceeds have been declared payable to 
the trustee. But one cannot rely with 
safety on this outcome unless the full 
change, in the form required by the in- 
surance company in question, has been 
completed before the insured dies. 


INSURANCE TRUST RECORDS 


As assets representing the principal 
of the trust, the policies are placed in 
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the vault, and are shown in the same 
manner as securities in an account 
opened for the trust on the securities 
ledger. The information here entered is 
only the full legal name of the trustee 
in the particular trust, the name of ihe 
insurance company, the number of the 
policy and the face value. 

It is convenient to have at hand more 
information about the policies than there 
is room for on the securities ledger, and 
for this purpose a supplementary policy 
ledger is kept. Here is entered the above 
information and in addition the kind of 
policy—ordinary life, endowment, acci- 
dent, or other type; date of maturity if 
fixed; exact facts as to the beneficiary 
status, namely whether payable to the 
trustee or to the insured’s estate, and 
whether the beneficiary may be further 
changed; whether the policy has been 
assigned to the trustee or not; the 
amounts of premiums and the dates on 
which they are payable. Certain facts 
regarding the trust are added for ready 
reference such as the fact that the trus- 
tee is, or is not, to pay premiums, the 
fact that the trust is revocable, or irre- 
vocable, and whether policies may be 
withdrawn, and the total face value of 
the insurance. 

A reminder card is made, to be 
brought up once or twice a year, in 
order not to overlook the possible death 
of the insured and the duty of collecting 
the policies’ proceeds. A reminder card 
is also made for each policy regarding 
which action should be taken at a given 
date. Many policies are now issued 
which may or must be converted at the 
end of a fixed’ period, often five years, 
to a different type of policy. A card is 
also made for each endowment policy to 
come up at its maturity date. 


RESPONSIBILITY REGARDING 


The trustee of a funded insurance 
trust takes upon itself a grave and very 
dangerous responsibility. If it by error 
overlooks a premium and fails to pay it 
before the expiration of the grace period, 
thus permitting the policy to lapse, espe- 
cially in the case of an insured person 


PREMIUMS 


who is no longer in a state of health 
enabling him to be reinsured, it will 
probably be held liable to pay into the 
trust principal the face amount of the 
insurance thus lost to the trust. 

Therefore it is customary to have two 
safeguards. The first is a payment card, 
the same kind of record used to govern 
payments of income in an ordinary vol- 
untary trust. The second is a liability 
ledger record kept by the bank or trust 
company’s auditing group separate from 
the trust personnel. The payment sec- 
tion makes the premium payments in the 
same regular manner as in the case of 
income payments, and the second group 
checks up on each payment to make sure 
that it has been made, at least one day 
before the period of grace expires. In 
case of any deficiency of income to meet 
premium payments, the agreement 
should very definitely relieve the trustee 
of any responsibility beyond notice to 
the grantor or beneficiary that further 
funds are needed. In addition the 
agreement should settle the question of 
whether the trustee may, must or may 
not borrow on the policies the money 
needed to meet premiums, when no 
further funds are supplied by the inter- 
ested party in answer to its request. 

The frequent tendency of the grantor 
of an insurance trust whether revocable 
or irrevocable, funded or unfunded, is 
to put in all his insurance, though the 
agreement shows that it was drawn with 
ordinary life insurance only in mind. 
Consequently when endowment, annu- 
ity and accident policies are included in 
the trust the result is a situation with- 
out plan or order; no one has thought 
out what these policies are there for, and 
how they are intended to be handled in 
various contingencies. 

One of two plans should be adopted 
in its entirety. If the grantor actually 
wishes all possible sums to become part 
of the trust, the agreement should pro- 
vide for the collection by the trustee of 
all amounts payable by issuing com- 
panies under policies during the lifetime 
of the grantor, and for their investment 


and the payment of income to the 
‘ 
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grantor, or to the beneficiary. If the 
more probable intention exists, the al- 
ternative plan should be embodied in the 
trust agreement, exempting entirely from 
its remaining terms all sums payable 
under the policies during the lifetime of 
the grantor and stipulating that these 
are to be payable to the latter. In either 
case the assignment or change of bene- 
ficiary, the terms of the policies, and 
the wording of the agreement should 
tie together and be freed of any con- 
flict, so that the result may be had with- 
out hesitation or delay. 
INSURANCE TRUST VS. POLICY OPTION 

Many insurance companies offer their 
customers what in some cases they call 
trusts, or more often option plans. These 
permit the insured to elect some other 
way, than in a lump sum, of having the 
proceeds paid out after his death. These 
options show considerable variety, but 
in one illustrative example the amount 
of the proceeds is not paid at death but 
interest on the amount at not less than 
three per cent. is paid to the widow un- 
til her death, and thereafter to the in- 
sured’s son until he reaches the age of 
twenty-one when half of the face value 
is paid over to him, and when he be’ 
comes twenty-five the balance is paid to 
him. 

It is not part of the purpose of this 
article to discuss the nature and legal 
status of such optional forms of pay- 
ment of insurance proceeds, but from 
the viewpoint of the trust man it would 
appear that they are not trusts, as ap 
parently no funds or securities are iso- 
lated and held separately by the insur- 
ance company as trustee for the benefit 
of any particular beneficiary, nor does 
the beneficiary receive the net income 
whatever it may be from any certain 
securities constituting the principal of 
his trust. 

Instead the option plan seems to be a 
contract to pay a minimum fixed annual 


amount of interest to certain persons for 
certain lengths of time, and to pay 
eventually the fixed amount of the face 
value of the insurance policy to certain 
persons as stipulated. It appears there- 
fore that these payments are a general 
obligation against the resources and re- 
serves of the insurance company, not 
protected by a special status, as are trust 
funds in the hands of banks and trust 
companies, from other creditors. 

Although many options are offered, 
both set and prepared individually for 
the particular client, occasionally an- 
nounced figures show that a small per- 
centage only of insurance is arranged 
to be held and paid out in these ways. 
With a highly laudable spirit of co-op- 
eration and fair play the insurance 
underwriters, counselors and representa- 
tives have recognized the value of plac- 
ing insurance in an insurance trust, as 
presenting an alternative to the insur- 
ance companies’ option plans which may 
appeal to a given one of their clients, 
and they recommend the insurance trust 
in many instances. As yet few trust 
new business men co-operate in actual 
fact as closely and fully as they could 
with insurance men—and vice versa— 
and the possibilities are large for highly 
intelligent team-work. 


—(e)— 
THE LIMIT FOR A LOAN 


THERE is a story told of a young lady who, 
on being informed by a cashier that he could 
not pay a crossed check over the counter, 
naively said, “Shall I come round then.” 
This story is certainly eclipsed by one of a 
lady who applied to a bank for a loan. When 
asked by the manager how much she wanted, 
her quick reply was, “How much have you 
got."—London Bankers Magazine. 


RAYS OF SUNSHINE 


EuROPEAN diplomats have a lot to worry 
them, but they always can get a good laugh 
out of the suggestion that they ought to pay 
their debt to America~—New York Herald 
Tribune. 





CONDENSED STATEMENT OF CONDITION 


December 30, 1933 


Che 


Cleveland 


Crust Company 


Located at Euclid Avenue and East 9th Street and in 59 
Community Centers throughout Greater Cleveland and nearby. 


ASSETS 

Cash on Hand and in Banks . 

United States Government Bonds and Certificates 

State, Municipal and Cther Bonds and Investments, 
including Stock in Federal Reserve Banks, less 
Reserves 

Loans, Discounts and Advances, less Reserves 

Banking Houses and Other Real Estate 

Interest and Earnings Accrued and Other Resources, 
including Advance for Deposit Insurance .. 

Customers’ Liability on Letters of Credit and 
Acceptances Executed by this Bank 


ee ee eS 


LIABILITIES 


Capital Notes $ 15,000,000.00 


(Subordinated to Deposits and ‘other 
Liabilities) 


Capital Stock 


? 13,800,000.00 
Surplus and Undivided Profits 


6,488,222.81 


Reserve for Taxes, Interest, etc. 
DEPOSITS 


Demand 

Time 

Cash Balances" of Estates and 
Corporate Trust Departments 
(Preferred) : 


$ 81,385,417.44 
139,699,403.47 


8,458,272.31 


Other Liabilities 
Letters of Credit and Acceptances ‘Executed for 
Customers 


Letal . . 


Member 


Federal Reserve System 


$ 45,723,166.13 
18,233,090.27 


23,011,772.95 
163,657,002.66 
11,267,586.79 


4,826,889.85 


231,531.56 
$266,95 1,040.21 


$ 35,288,222.81 
940,625.95 


$229,543,093.22 
947,566.67 


231,531.56 


$266,951,040.21 


Member Cleveland 


Clearing House Association 


MEMBER TEMPORARY FEDERAL DEPOSIT INSURANCE FUND 





A Reserve Bank for India 


By K. C. Kataria 


OR some time India has been trying 

to establish a central banking in- 

stitution. The first effort was made 
in November, 1836, when some mer- 
chants approached the Court of Direct- 
ors of the East India Company but this 
effort came to nothing due to the objec- 
tion of the Bank of Bengal. The next 
attempt was made in March, 1867, when 
the old Bank of Bombay failed and the 
Bank of Bengal proposed an amalgama- 
tion of the three Presidency banks. The 
then Viceroy condemned the proposal 
on the ground that the influence of such 
an institution would overshadow that of 
the government itself. The creation of 
a central bank of issue on the model of 
the Netherlands Bank was suggested 
again in 1884, but it made no headway 
due to the prevailing opinion that India 
already possessed a sound banking and 
currency system. During the years from 
1899 to 1901 measures for the establish- 
ment of a central bank were in the air 
and there was much correspondence on 
this subject between the Secretary of 
State for India and the government of 
India. Lord Curzon, the then Viceroy, 
favored the idea. The Presidency banks, 
however, objected and the scheme had 
to be dropped. 


RECENT ATTEMPTS 


Fresh proposals were again made dur- 
ing the period from 1910 to 1913 and 
J. M. Keynes, the well-known English 
economist, was consulted. But the World 


War shelved the whole matter. At last, 
in 1920, the present Imperial Bank was 
formed in place of the State Bank, after 
amalgamating the three Presidency 
banks. But the Imperial Bank from the 
very start did not come up to the stand- 
ards of a central institution. Rather 
has it proved a competitor of the Indian 
joint stock banks. 

In other words, the agitation in favor 


of a full-fledged central bank did not 
Pandit Malaviya, the well-known 
leader, voiced this sentiment before the 
External Capital Committee. World 
economic conditions also did a great deal 
to further interest in the situation. 
Europe knew the advantages of central 
banks of issue long before the war, but 
the financial collapse which the war 
caused served to double their impor- 
tance. The establishment of central 
banks was regarded as the first step to 
restore financial stability. 

One of the resolutions passed at the 
financial conference which met at Brus- 
sels in 1920 was that in countries where 
there was at that time no central bank 
of issue such an institution should be 
established. At last came the Hilton 
Young Currency Commission of 1926. 
It pointed out that India was one of the 
few great countries where the control of 
currency was divorced from the control 
of credit. It is one of the few lands 
where the government carries out its im- 
mense financial transactions through its 
own agency. The commission suggested 
the creation of a reserve bank as the 
apex of the financial system into whose 
charge would be given both the currency 
and credit. 

In 1928 the Reserve Bank Bill was in- 
troduced in the Legislative Assembly, 
but it failed of carrying as the National 
members objected that the control of the 
institution should be in the hands of 
natives. This same opposition 
favored a state-owned bank. 

The Federal Structural Committee 
(1930) recommended the establishment 
of a reserve bank as early as possible. 
The Secretary of State in the Third 
London Conference (1932) definitely 
laid down the establishment of a reserve 
bank to be an essential preliminary to the 
introduction of central responsibility. At 
last a committee for this purpose was 
invited to London and their report has 


cease. 


also 
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recently been released by the government 
of India. The report is practically 
based on the 1928 Reserve Bank Bill. 
The main features are summarized below. 


A SHAREHOLDERS’ BANK 


The new bank will be a shareholders’ 
bank with an initial capital of Rs. 5,000,- 
000 divided into shares of Rs. 500 each. 
Efforts have been made to secure the 
representation of the economic life of 
India as a whole. Minimum voting 
power is two shares. The maximum 
number of votes that may be exercised 
by any one shareholder is ten. No share- 
holder is permitted to vote unless the 
shares have been in his possession for at 
least six months. 


BOARD OF DIRECTORS 


The board of directors will consist of 
sixteen members: eight directors repre- 
senting the shareholders; four nominated 
by the Governor General in Council; 
one governor; one or two deputy gov- 
ernors with no voting power; one gov- 
ernment officer with no voting power. 

The governor would ordinarily attend 
all meetings of the board. If he is unable 
to do so on any particular occasion the 
deputy governor would take the chair 
and vote. Generally both of these posts 
will be filled by nominees of the Gover- 
nor General in Council after considera’ 
tion of the recommendation of the board 
of the bank. 


REGIONAL DIVISIONS 


In order to, get representation of the 
whole country, India has been divided 
into five regions and directors will be 
elected as follows: Bombay will be head- 
quarters for the western area and have 
two seats on the central board. Cal- 
cutta, comprising the eastern area, will 
have two directors on the central board. 
Dehli, comprising the northern area, 
will have two seats; Madras, represent- 
ing the southern area, will have the right 
to nominate one director for the board; 
Rangoon will appoint one director for 
the Burma area. 


Besides the above there will be local 
boards, one for each area. Each board 
will consist of five members elected by 
the shareholders of their own area. These 
members will appoint from among them- 
selves a director or directors to repre- 
sent the area on the central board as 
stated above. In case a director repre- 
senting it is unable to attend any par- 
ticular meeting, his substitute may be 
elected. The local board will not have 
executive duties except such as may be 
delegated to them by the central board. 
Otherwise they will be purely advisory 
bodies. 

EXCHANGE OBLIGATIONS 


Considering present world conditions, 
the committee concludes that the only 
sound course for India is to remain on 
the sterling standard. The exchange ob- 
ligation will be considered as the rupee 
sterling rate prevalent at the time of 
the introduction of the bill in the As- 
sembly. Most probably the rate will be 
ls. 6d. Upper and lower points at which 
the bank will be required on demand to 
buy and sell sterling for immediate de- 
livery will be fixed. 

The committee has also recommended 
that gold securities be replaced by ster- 
ling securities. They believe that the 
holding of gold securities would be not 
merely inconsistent with the sterling 
standard but in the present state of un- 
certainty might be a possible source of 
weakness. They recommend that at 
least 40 per cent. of the notes in cir- 
culation be held in gold coin or bullion 
and sterling securities. The bank will 
also be required to hold a substantial 
amount of sterling in order to enable it 
to fulfill its sterling obligations. But 
gold affords the most reliable form of 
reserve, so at least 20 per cent. of the 
reserve must be kept in that metal. This 
ratio may go as low as 15 per cent. if 
unusual expansion of notes takes place, 
but this will require some modification 
and be subject to penalty tax. 


DIVIDENDS OF THE BANK 


While declaring dividends, great care 
will be taken in determining the yield 
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on the long-term government securities. 
Care will also be taken to attract small 
investors from the rural districts in or- 
der to secure a wide distribution of the 
shares. For the time being the rate 
would be not more than 5 per cent. per 
annum. Provisions, however, would be 
made for gradually increasing it to the 
maximum of 6 per cent. per annum. 


SCHEDULED BANKS 


Any bank operating in India may be- 
come a scheduled bank provided it pos- 
sesses paid-up capital and reserve of at 
least Rs. 3,000,000. Some members of 
the committee have suggested that the 
criterion should be based on the amount 
of deposits rather than the paid-up cap- 
ital and reserve. The scheduled banks 
will be required to maintain a certain 
deposit in the Reserve Bank. 

IMPERIAL BANK OF INDIA 

The committee suggests that the bank 
should enter into an agreement with the 
Imperial Bank of India and that a cer- 
tain time limit for its entrance be fixed. 

The Imperial Bank would be the sole 
agent of the Reserve Bank at all places 
in British India where there is a branch 
of the Imperial Bank of India and no 
branch of the banking department of the 
Reserve Bank. But this will only apply 
to those existing at the time when the 
act goes into effect. The Imperial Bank 
will not be allowed to open any branch 
in substitution for the branch existing at 
the time when the agreement goes into 
force. As regards other branches which 
may be opened in future, the Reserve 
Bank would be under no obligation to 
employ the Imperial Bank and would be 
free to make its own arrangements. 

OBJECTIONS TO THE PLAN 

The above is a short sketch of the 
proposed Reserve Bank of India. A 
careful perusal will convince even an 


average reader that the report com- 
pletely falls short of the expectations of 
the natives of India. Three defects are 
glaringly apparent. 

First, a bank of issue generally op- 
erates as a bankers’ bank and stands 
behind the indigenous banks in time of 
need. It rediscounts their bills and lends 
a helping hand in time of need. But 
our Reserve Bank starts with partial 
treatment. It tends to feed the Imperial 
Bank of India at the expense of the in- 
digenous joint stock banks. The recent 
World Economic Conference was 
wrecked because the United States of 
America refused to stabilize its cur- 
rency. Britain refused to link sterling 
either with gold or with the dollar. It 
is pursuing a policy which it believes to 
be in its own interest. We are deprived 
of even this privilege. We are asked 
to link our rupee with paper sterling 
and remain subservient to London inter- 
ests. The last and not the least point 
is that the committee has devised several 
means to prevent too much capital from 
being owned by one particular province, 
but there is no restriction whatever to 
guarantee that the bulk of the capital 
would not be held by non-nationals. In 
advanced countries the practice is that 
only natives of the country are allowed 
to vote. In the act creating the Reserve 
Bank of India there should certainly be 
a provision that its shares shall not be 
transferred to those persons who are 
neither born Indians nor are subjects of 
this country. 

~o- 


THE EQUITABLE DISTRIBUTION 
OF PROPERTY 


THE Government has never shown much 
aptitude for real business. The Congress 
will not permit it to be conducted by a com- 
petent executive, but constantly intervenes. 
The most free, progressive and _ satisfactory 
method ever devised for the equitable dis- 
tribution of property is to permit the people 
to care for themselves by conducting their 
own business. They have more wisdom than 
any government.—Calvin Coolidge. 
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LONDON PARIS BRUSSELS LIVERPOOL HAVRE ANTWERP 


Condensed Statement, December 31, 


RESOURCES 


Cash on Hand, in Federal Reserve Bank, 
and due from Banks and Bankers 

U. S. Government Securities 

Notes of Reconstruction Finance Corporation 

Public Securities ..... 

Stock of the Federal Reserve Bank 

Other Securities 

Loans and Bills Purchased — Bi 

Real Estate Bonds and Mortgages 

Items in Transit with Foreign Branches 

Credits Granted on Acceptances 

Bank Buildings 

Other Real Estate 

Accrued Interest and Accounts Receivable 


LIABILITIES 


Capital $ 90,000,000.00 
Surplus Fund .. 170,000,000.00 
Undivided Profits 7,985,635.76 


Capital Note (Payable on or before July 31, 1934) 
Accrued Interest, Miscellaneous Accounts Payable, 
Reserve for Taxes, etc. ; 

Acceptances ........ 
Liability as Endorser on Acceptances and Foreign 
Bills 


Deposits : ~ $994,126,731.51 
Outstanding Checks Me 25,455,920.64 


1933 


202,490,022.07 
393,765,199.42 
29,637,638.03 
77,183,909.84 
7,800,000.00 
22,137,673.81 
541,614,198.56 
2,393,976.64 
272,729.92 
106,189,768.58 
14,071,404.72 
114,456.50 
21,882,834.59 


$1,419,553,812.68 


$ 267,985,635.76 
20,000,000.00 


5,708,549.19 
106,189,768.58 


87,207.00 


1,019,582,652.15 


$1,419,553,812.68 








INVESTMENT AND FINANCE 


A MONTHLY SURVEY OF CURRENT DEVELOPMENTS AFFECTING 
THE BANK INVESTMENT MARKET 








Business Recovery and the Securities Act 


UBLIC financing of industry as 

we know it in this country today 

is largely a growth of the last 
twenty years. Viewed over a long per- 
spective, it was perhaps inevitable that 
the spectacular expansion of a great 
social activity should have been attended 
by abuses. At any rate, the abuses have 
grown up and have made imperative an 
overhauling of the practices in our long: 
term capital market. The Administra- 
tion has made the Securities Act its chief 
instrument for accomplishing this pur- 
But the new law is proving far 
from satisfactory, and although its un- 
derlying purpose, calling for “truth in 
securities,” is entirely sound, the Guar- 


pose. 


anty Survey believes that important 
changes are necessary to make it work- 
able. 


CONDITION OF SECURITY MARKETS 
Not a single important high-grade 
corporate investment issue has been of- 
fered to the American investing public 
since the Securities Act became fully 
effective on July 27. The amount of all 
corporate securities placed on the mar- 
ket in the month of October was only 
$3,109,204, the lowest level recorded in 
any month since 1919. It is true that 
applications have been made to the Fed- 
eral Trade Commission, under the act, 
for the registration of some $300,000,000 
in new securities, but by no means all 
applications have been successful, nor all 
registered securities distributed to inves- 
tors. Furthermore, the important fact 
is that there has been a conspicuous ab- 
sence of issues that would ordinarily in- 
terest the conservative security buyer; 
the lists periodically made public by the 
Federal Trade Commission are notable 


chiefly by reason of the brewery, dis- 
ian the Guaranty Survey, Guaranty 
Trust Company, New York. 


tillery, mining, and other highly specula- 
tive stocks that figure in them, and of 
the investment trust issues, which ordi- 
narily provide industry with no new 
capital. 

SITUATION DUE TO VARIOUS FACTORS 

Obviously, it would be a mistake to 
place sole responsibility for the dearth 
of new security issues on the Federal 
Securities Act. The level of new financ- 
ing had already fallen considerably dur- 
ing the depression before the Securities 
Act became effective. During the sum- 
mer the effects of the unsettled business 
outlook made corporations hesitant about 
projects that might involve an appeal to 
the long-term capital market. More re- 
cently, uncertainty over the future of 
the dollar is giving to our most conserva- 
tive investments a speculative outlook 
and affecting adversely the demand for 
them. 

ADVERSE EFFECTS OF NEW LAW 

At the same time it would be equally 
wrong to assert that the Securities Act 
has had no influence on business condi- 
tions. Perhaps we have not reached 
that stage of the economic cycle where 
private industry is prepared to make a 
general appeal for long-term funds to 
finance important expansion activities. 
But in order to reach that stage we must 
lay a foundation of confidence permit- 
ting business executives to plan ahead 
with self-assurance, and we must facili- 
tate rather than hamper access to the 
long-term capital markets. 

Faced with the difficulty of raising 
long-term funds as a result of the Securi- 
ties Act, executives of corporations have 
to skimp in their budgets to protect their 
cash position to meet pressing obliga- 
tions, such as bond issues held by the 
69 










































Established 1837 


ADRIAN H. MULLER & SON 


81 WILLIAM STREET, NEW YORK 


STOCKS AND BONDS AT AUCTION 


Regular Auction Sales of all Classes of Securities Every Wednesday 


The Business of Banks, Bankers, Investors and Dealers in Securities Receives 
Prompt and Careful Attention 


public maturing in the next year or so, 
or large bank loans that come up for 
recurring renewal and that in many in- 
stances call for constant amortization. 
It seems probable that if it were not for 
the Securities Act some of these corpora- 
tions could have been financed in recent 
months and others could be financed 
with a further improvement in business 
and their treasuries thus be placed in a 
position where the management could 
again plan constructively for the future 
and resume a forward movement. Even 
under present abnormal conditions, there 
are a number of industrial situations in 
which mergers or purchases of other 
companies could be effected with the aid 
of the capital markets to general advan- 
tage. Furthermore, apart from major 
construction programs, for which the 
moment may not have arrived, industry 
in general and public utility companies 
in particuiar always have a demand for 
increasing amounts of capital funds to 
finance what may be called routine plant 
improvements. 

Recovery cannot come without a 
wholesome revival of confidence in in- 
dustrial circles, readily available long- 
term investment funds, and a renewal of 
activity in the capital-producing indus- 
tries. After much consideration we have 
reached the conclusion that unless the 
Federal Securities Act is changed it will 
materially hinder business recovery. 


WIDESPREAD MISUNDERSTANDINGS 


There is a widespread misconception 
that the act strikes primarily at invest- 
ment bankers. This, in our opinion, is 
70 


far from true. As a matter of fact, if 
the law were changed so as to relieve 
bankers of all liabilities, but not other- 
wise amended, its damaging economic 
consequences would not be materially 
lessened. Even though no bankers were 
used as underwriters and even though 
the money were raised from their own 
stockholders, business executives and di- 
rectors of industrial and public utility 
corporations (with unimportant excep- 
tions) could not obtain funds for their 
own businesses through the medium of 
a public offering of securities without 
subjecting themselves and their corpora- 
tions to the full liabilities of the act. 
Thus the broad effects of the legislation 
bear on industry directly, and in the last 
analysis it is incumbent on industry— 
workers, employers, and security holders 
—to present the case for needed modi- 
fications. 

In some quarters the imputation has 
been made that the real purpose of the 
proponents of the act is nothing less than 
to kill large-scale private enterprise in 
the United States, and to bring about a 
planned economy by forcing the flow of 
capital funds exclusively through Gov- 
ernment channels. The effect of the act 
as it is now written certainly works to 
throw the burden of the long-term capi- 
tal market on the shoulders of the Gow 
ernment, and thus to give a semblance 
of support to this suspicion. We do not 
share this view, as it seems to us un 
likely that the persons who drafted the 
law, acting in good faith, could wish to 
introduce a social revolution as an un- 
disclosed by-product of a Federal blue- 
sky law. 
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GOOD FEATURES OF THE ACT 
Much of the act deserves unqualified 
approval. It lays great stress, for ex- 
ample, on the rights of investors to full 
information about the securities that 
they buy. Publicity of facts is excellent, 
and the more there is of truthful pub- 
licity the better. There can be no ques- 
tion that in the past, securities in this 
country have been created and sold in 
too many instances without sufficient 
deliberation, perhaps to catch a favor- 
able market, and even on some occasions 
without a full disclosure of all relevant 
facts. Too often the criterion for judg- 
ing a new issue has been whether it 
could be sold, rather than whether it 
ought to have been sold. By requiring a 
full advance disclosure of all material 
facts and a certain delay before the sell- 
ing of the securities may begin, the act 
strikes an effective blow at one of the 
greatest weaknesses in our practice of 
marketing securities, and should benefit 
sound industry and investor alike. 
Considering the magnitude of their 
task and the few weeks available in the 





special session of Congress last spring, 
the authors of the act deserve much 
credit for turning out a law that in many 
respects is noteworthy. Under all the 
circumstances, however, it is not strange 
that the result falls far short of being the 
great piece of national legislation that 
it was hoped to be. At the moment in 
our history when national feeling was 
perhaps running higher than ever before 
on the subjects of banking and indus- 
try, they undertook to lay down new 
principles and regulations governing the 
creation and distribution of securities 
and the business of dealing in them. The 
moment was obviously not propitious for 
deliberate, impartial lawmaking, and 
that the act shows the influence, prob- 
ably unconscious, of the emotional bias 
of the time, seems quite clear. Its ef- 
fect is to be seen in the unreasonable 
liabilities and excessive penalties that 
the law creates. 


INVESTOR VERSUS INDUSTRY 
We are largely an industrial country. 


Our rapid growth in the last century and 
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our standard of living have been 
achieved through a system of corporate 
enterprise that brought about the own- 
ership of our productive resources by 
both large and small investors. This 
ownership is represented by legal instru- 
ments called securities. In drafting any 
law to regulate securities, from the 
standpoint of the American people, the 
rights and welfare of industry should 
not be considered as opposed to the 
rights and welfare of the investor. 

Sound legislation regulating the rela- 
tions between industry and _ investor 
should treat the two as partners with 
common interests. It should protect, in 
the investor’s interest, legitimate busi- 
ness and industry, facilitate their access 
to the capital market, and harmonize 
the machinery of the law with a prac- 
tical machinery for raising long-term 
funds. But in our opinion the act does 
not do this. President Roosevelt in his 
truth-in-securities message to Congress 
said that the seller should also be made 
to beware, which is sound; but he added 
that there should be the least possible 
interference with honest business, and in 
this respect we think that the act fails to 
fulfill the President’s mandate. The law, 
by its excessive penalties, by defining 
inadequately the standard of care re- 
quired of directors and others, by leav- 
ing in doubt in some cases who may be 
held liable, and in general by encourag- 
ing unjustified litigation, is making many 
corporation executives afraid to proceed 
with any plans calling for the registra- 
tion of securities, and is thus retarding 
business. 

Many of our ablest and most distin- 
terested business executives, having 
studied the application of the law to 
themselves, contemplate with the gravest 
misgivings the possibility that they may 
be called upon to sponsor a registration 
statement. 

We feel that the unwillingness of 
honorable and experienced men to as- 
sume the risks of the act should be given 
serious consideration by its proponents 
with a view to appropriate revision. 





THE BANKERS MAGAZINE 


DISPROPORTIONATE PENALTIES 


There are certain reasonable, indis- 
pensable amendments, affecting questions 
of principle, needed to make the act 
workable. We have confined ourselves 
to three of the features, affecting indus- 
try, that must, sooner or later, be cor- 
rected, and if not by a prompt enact- 
ment of clarifying amendments, then 
after years of doubt, confusion, and 
painful litigation, by the costly method 
of court interpretation, and legislative 
acts growing out of court decisions. 

1. The law requires that henceforth 
new securities (with some important ex- 
ceptions) be registered with the Federal 
Trade Commission before issuance. If 
in the registration statement, which con- 
sists of answers to an extensive question 
naire, there is an untrue statement of a 
material fact unknown at the time to the 
investor and if the investor subsequently 
loses money in the security, he is entitled 
under the act to tender back his security 
and recover the consideration paid for it, 
or sue for damages if he no longer owns 
it. 

Moreover, suit may be brought not 
only against the issuing corporation and 
those who sold the security but also 
against the directors and certain officers 
of the issuing corporation and against 
various technical experts. 

We feel that all the provisions of the 
law imposing punitive penalties are re- 
pugnant to elementary principles of 
justice, and that they are the most im- 
portant weaknesses in the measure. 

The English law provides what we 
believe our law should provide, namely, 
that recovery under the act should be 
limited to compensation for the loss or 
damage sustained by reason of the un- 
true statement made. 


THE QUESTION OF OMISSIONS 


2. The act provides that suit may be 


brought, not merely on the basis of an 
untrue statement, but also for mislead- 
ing omissions. On its face this provision 
is innocent enough; misleading omissions 
can cause as much damage as stated un- 


“LET'S LOOK at the RECORD” 


One hundred and eighty-six 
CONSECUTIVE DIVIDENDS 


Two Convenient Offices 


CENTRAL OFFICE 


One Hanson Place 


truths. But the law is so phrased that 
if there is a misleading omission, the de- 
fendant is considered negligent or dis- 
honest until he proves himself the con- 
trary. Intelligent and conscientious 
business men cannot help being appalled 
by the wide-open possibilities for litiga- 
tion. based on omissions that only hind- 
sight may discover, and that years hence 
may be viewed by a jury as having 
rendered the registration statement mis- 
leading. 

The law should be changed to state 
explicitly that anything which, in the 
light of subsequent developments, ap- 
pears to have been a material omission, 
but which, at the time of the filing of 
the registration statement, might reason- 
ably have been unforeseen, or which 
might reasonably have been considered 
immaterial, should not be deemed to 
have been a material omission. 


THE “DUMMY” CLAUSE 


3. We have already discussed the 
excessive amounts for which suit may be 


BROOKLYN, 


Eighty-two years of 
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WILLIAMSBURGH 
OFFICE 
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brought under the act, and some of the 
grounds for suit. Not less important is 
the way the law reaches out to make a 
wide range of persons liable for penal- 
ties, in some cases regardless of their 
diligence and honesty. Many of the 
possible effects of this important aspect 
of the act have apparently been over- 
looked. 

For example, if a corporation against 
which a judgment has been obtained 
should prove unable to make good the 
losses of investors in its securities, a con’ 
trolling stockholder would be forced to 
satisfy the claims of all plaintiffs with- 
out opportunity to plead honesty or dili- 
gence; for his liability would be identicai 
with the absolute liability of the corpora- 
tion which he controls. 

Section 15, aimed at “dummies,” over- 
reaches itself and renders the whole in- 
cidence of the act uncertain. It should 
be carefully redrafted to limit itself to 
the ground it was presumably intended 
to cover. As it stands, it challenges the 
whole theory of limited liability in cor- 
poration finance, which is the result of 
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generations of experience here and else- 
where with large-scale industrial devel- 
opment. 

We think it is indispensable for a re- 
turn of prosperity that corporation ex- 
ecutives be able to proceed with legiti- 
mate financing of their companies with 
the assurance that, if they discharge their 
duties honestly and diligently according 
to the standard of care that a reasonably 
intelligent and prudent business man 
would use in his own affairs, they will 
have no reason to fear penalties under 
the law. Honesty and diligence of this 
character should provide them with an 
invulnerable defense, but many business 
men fear that this is not invariably the 
case under the Securities Act as it now 
stands. With the act unchanged, it is 
difficult to see how experienced and re- 
sponsible company directors, except in 
special situations, can be expected to 
sponsor issues of securities. 

It does not seem reasonable to us that 
the Securities Act will be permitted to 
remain unaltered and to act as an ob- 
struction to the further economic recov 
ery of the United States. 


RELATIVE STATUS OF FOREIGN 
BONDS 


NDER the above heading the 

New York Journal of Commerce 

of recent date deplores the tend- 
ency to characterize the bulk of foreign 
bond issues as “practically worthless.” 
It points out that Canadian issues, while 
properly to be classed as “foreign” are 
far from being, “worthless.” As to the 
relative status of foreign and domestic 
issues, the article goes on to say: 


An accurate picture of how investors in 
foreign bonds have fared is afforded by the 
statistics of the New York Stock Exchange, 
which show that on November 1, 1933, the 
229 foreign government issues listed on the 
exchange had an average market price of 77. 
This is a better showing than that of several 
groups of domestic bonds. For example, all 
listed railroad bonds on November 1 had 
an average market price of 64.6, and even 
bonds of the public utility industry, which 
has weathered the depression relatively well, 
had an average price of 85. Of course, the 


large premiums on several issues serviced at 
their gold value helps the relative showing 
of the foreign group. 


After considering the difficulties ex- 
perienced by foreign debtors in making 
transfers from their currencies into dol- 
lars, the article concludes as follows: 


One may expect, therefore, that as soon as 
international trade relations become more 
normal, the transfer problem will be allevi- 
ated and most foreign borrowers will be able 
to resume payments in dollars, in full or part, 
on their bonds outstanding in the United 
States. In any event, it should be remem- 
bered, in order to maintain a fair attitude of 
mind toward our debtors whenever negotia- 
tions for debt settlements start, that the 
record of foreign bonds has on the whole 
been no worse than that of other major 
groups of securities sold during the past 
fifteen years, and that it is distinctly unjust 
to use the terms “foreign bond” and “worth- 
less bond’ synonymously, as some commen: 
tators have tended to do. 


FAIR PRACTICE CODE FOR 
INVESTMENT DEALERS 


N effort is being made by the In- 


vestment Bankers Association of 

America to devise a “fair prac- 
tice’ code, to supplement the basic code, 
effective December 11. President Rob- 
ert E. Christie, Jr., thus explains the 
movement: 


In this effort we are especially interested 
in obtaining the co-operation of the smaller 
investment organizations because they are 
really the backbone of the investment bank- 
ing business in this country. Consequently 
any fair practice code that is adopted must 
recognize fully the constructive character and 
the interests of the small, local dealer in 
securities, 

The Investment Bankers Association now 
has a drafting committee of twenty-two men- 
ters working on the proposed code. This 
committee represents small, intermediate and 
large investment banking organizations in all 
parts of the country. In addition each of the 
sixteen geographical groups of the association 
in the United States is holding frequent 
meetings in order to ascertain the views of 
every investment banking organization, small 
or large, member or non-member alike, and 
to transmit this information to the drafting 
committee. 

Along with the request for the co-operation 
of some 6500 security dealers, in preparing 





a supplementary code of fair practices that 
will be for the soundest and best interest 
of investors and of industry, the association 
has sent copies of the basic code, as approved 
by the President. All dealers in securities 
will be subject to this code on and after 
December 11 and the association has urged 
that each dealer assent to it promptly. Those 
who assent will be permitted to vote on the 
fair practice provisions which are being 
drafted and which must be submitted to the 
National Recovery Administration. The basic 
code is concerned chiefly with minimum wages 
and hours of work in investment banking. 

The fair practice provisions, or supple- 
mentary code, will, as the title implies, cover 
the actual practices employed in buying and 
selling securities. Therefore, every security 
dealer who is interested in doing a construc- 
tive investment banking business should par- 
ticipate in the preparation of the supplemen- 
tary code. For that reason our request for 
cooperation has gone far beyond our mem- 
bership and has included every reputable 
dealer whose name and address we have been 
able to ascertain. 


FEDERAL INVESTMENT BANKS 


T would not be surprising if, as a 
result of the divorce of security 
afhliates from banks, proposals 

should be made for a system of Federal 
Investment Banks. With the present 
disposition to bring many business activi- 
ties under stricter public control, it can 
hardly be expected that so important an 
activity as investment banking will long 
escape even greater regulation than the 
National Securities Act imposes. If be- 
lief in the incompatibility between “com- 
mercial” banking and “investment” 
banking should continue to gain ground, 
this belief may find expression by bring- 
ing all investment dealers under the 
regulations of a system of Federal Invest- 
ment Banks. 
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BOOK ON FARM FINANCE 
ISSUED 


A BOOK on Making Farm Investments Safe 
has been issued by the Agricultural Commis- 
sion of the American Bankers Association, 
presenting a compendium of scientific facts, 
practice and experience in farming to serve as 
a reference and guide in the daily routine of 
banking and farming. Copies of the book 
are available at $1 postpaid from the Agri- 
cultural Commission, American: Bankers As- 
sociation, 522 First National Bank Building, 
Madison, Wis. 


Onrol ment 


Started with 29 in 1917 
In 1932-33; 2.339 


Cnt; icate 


OF ACCOUNTANTS 


WE have examined the records 
relating to the enrollment of 
students at The Bentley School 
of Accounting and Finance in 
the year ended June 30, 1931, 
1932 and 1933, and we certify 
that, in our opinion, the number 
of students who were enrolled 
at the school in those years, 
excluding duplications within 
each year, was 2,711 in the year 
ended June 30, 1931, 2,701 in 
the year ended June 30, 1932, 
and 2,339 in the year ended June 


30, 1933. 


LYBRAND, Ross Bros. @ MONTGOMERY 


Boston, Mass., September 19, 1933 


eee eee? 


“The enrollment for 1933-34 
will be published after the 
close of the current year. 


“ Only men are admitted. 


* Catalog upon request. 
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(Che BENTLEY SCHOOL of 
ACCOUNTING & FINANCE 


A” wheal i adine 


921 Boylston Street, Boston, Mass. 
H. C. Benttey, C. P. A., President 





PTTITIIIt ttt ttt titted 








<a ae me ae ae ae ae a a a a a 


if 











FEDERAL BANKING LAWS 


Edited by JOHN EDSON BRADY 


Complete Text of the National Bank Act, the Federal Reserve 
Act and Other Federal Banking Statutes, 
as Amended to Date 


Including the Banking Act of 1933 


We have just published the 1933 edition of Federal Banking Laws. 
It contains, in one compact volume, all of the statutes of the United 
States, which regulate the transactions of National Banks, State Bank 
Members of the Federal Reserve System and State Banks which may 
later join the system. 


Part I contains all of the provisions of the National Bank 
Act, the Federal Reserve Act and other Federal Banking Stat- 
utes, as amended to the date of the enactment of the Banking 
Act of 1933. (June 16, 1933.) 


Part II contains the full text of the Banking Act of 1933. 
This important statute makes many far-reaching changes in the 
Federal laws which apply to banks with reference to deposit 
insurance, stockholders’ liability, interest on deposits, branch 


banking, relations with affiliates, State Bank membership, etc. 


Cross references and explanatory footnotes indicate the new changes 
in the law and make it possible to locate quickly the provisions bearing 
on any particular subject. These are essential time savers. 


The complete indexes are a most important feature. Each part is 
given a separate and full index. They facilitate the use of the book 
as a work for quick reference. 


The book contains what its title implies—all of the Federal Statutes 
which affect National Banks and State Banks which are, or may be- 
come, members of the Federal] Reserve System. 


The book contains 350 pages and is durably bound in cloth. Price, 
$3.50 per copy. 


The Banking Law Journal, 465 Main St., Cambridge, Mass. 
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BANKING and COMMERCIAL LAW 


A MONTHLY REVIEW OF IMPORTANT DECISIONS OF INTEREST 
TO BANK EXECUTIVES 


DEPOSIT OF PRINCIPAL’S CHECK 
IN AGENT’S ACCOUNT 
Singer Sewing Mach. Co. v. Citizens’ 
Nat. Bank & Trust Co. of Engle- 
wood, Supreme Court of New 
Jersey, 168 Atl. Rep. 32 


A bank, which permits an agent to 
deposit in his individual account, a check 
belonging to the principal, will be re- 
sponsible for the amount if the agent 
does not account to the principal for the 
proceeds of the check. 

In this case, one Werner, a manager 
in the employ of the plaintiff company, 
received a check payable to the order 
of “Singer Sewing Machine Co., P. A. 
Werner, Mgr.” The check was pre- 
sented to the defendant bank bearing 
the indorsement “Singer Sewing Ma- 
chine Co. For Deposit Only, P. A. 
Werner, Mgr.” The defendant bank 
credited the amount of the check to the 
personal account of “P. A. Werner, 
Mgr.” In this action by the Sewing 
Machine Company against the bank, it 
was held that the bank was liable for the 
amount of the check. 

Suit by the Singer Sewing Machine 
Company against the Citizens’ National 
Bank & Trust Company of Englewood. 
From a judgment in favor of the de- 
fendant, the plaintiff appeals. 

Judgment reversed. 


OPINION OF THE COURT 


PERSKIE, J.—This appeal brings up 
for review a judgment rendered in favor 
of the defendant-appellee, hereinafter 
called defendant, in an action brought 
against it by the plaintiff-appellant, here- 
inafter called plaintiff, for the conversion 
of a check for the sum of $320. 

The pertinent facts in this case, as 
settled by the court, are as follows: A 
check for $320 dated June 2, 1931, 
payable at the Citizens’ National Bank 
& Trust Company of Englewood, to the 


order of “Singer Sewing Machine Co. 
P. A. Werner, Mgr.,” was issued by 
the board of education, school district 
of Englewood, and presented to the de- 
fendant bank on June 11, 1931, in- 
dorsed “Singer Sewing Machine Co. For 
Deposit Only, P. A. Werner, Mgr.” 
The defendant bank accepted the check, 
indorsed “Singer Sewing Machine Co. 
for Deposit Only, P. A. Werner, Mgr.,” 
and credited the amount thereof, $320, 
to the personal account of “P. A. Wer- 
ner, Mgr.” Werner maintained a per- 
sonal account with the defendant bank, 
and the authorized signature for with- 
drawal against this account was “P. A. 
Werner, Mer.” Defendant made no 
inquiry at any time as to the authority 
of any agent to indorse paper. 

Defendant, for the second time, raises 
several technical objections in its brief 
concerning the condition of the plead- 
ings, the state of the case, etc. A motion 
to dismiss the appeal on the same 
grounds was made to the court on the 
opening day of the May, 1932, term, 
case No. 456, and it was denied. That 
was dispositive. We fail to understand 
counsel in again presenting the same 
grounds of objections. We therefore 
necessarily pass to the meritorious ques- 
tions presented. 

The check executed by the board of 
education, school district of Englewood, 
payable to “Singer Sewing Machine Co., 
P. A. Werner, Mgr.,” is presumed to be 
corporate property. In Reeve v. First 
National Bank of Glassboro, 54 N. J. 
Law, 208, 23: A:.353, 16.1; AS iss. 
33 Am. St. Rep. 675, the Court of 
Errors and Appeals held that a promis- 
sory note signed “Warrick Glass Works, 
J. Price Warrick, Pres.,” is the note of 
the corporation and not the note of 
Warrick, or the joint note of Warrick 
and the corporation. If a note is signed 
by the corporate name, followed by the 
name of a corporate officer, who affixed 
to his name his official title, such note is 
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conclusively taken to be corporation 
paper. This is pursuant to sections 19 
and 20 of the Negotiable Instruments 
Act (3 Comp. St. 1910, p. 3737, §§ 19, 
20). Vliet v. Simanton, 63 N. - fice. 
458, 43 A. 738; Phelps v. Weber, 84 
N. J. Law, 630, 87 A. 469. 

While the effect of the decisions in 
the aforesaid cases is to impose liability 
on the body corporate as a maker, 
analogy requires the same rule to be 
adopted in determining the ownership 
of the instrument. Hence the conclu- 
sion is reached that the check in ques- 
tion was the property of the Singer Sew- 
ing Machine Company and that only 
proper indorsement of the corporation’s 
name by a properly qualified person 
could divest the corporation of its title. 
Assuming, but not deciding, that the 
presence of Werner’s name along with 
the corporation’s name, as payee, re- 
quired his indorsement or gave him the 
authority to indorse, for the corpora- 
tion, yet it was incumbent upon the de- 
fendant bank to make inquiry of Wer- 
ner’s authority in applying the funds to 
his personal account. 

In Wagner Trading Co. v. Battery 
Park National Bank (1920) 228 N. Y. 
37, 126 N. E. 347, 348,9 A. L. R. 340, 
an officer of a corporation indorsed 
“Wagner Tdg. Co. C. J. Wagner, Presi- 
dent.” C. J. Wagner had a personal 
account in this bank, and the proceeds 
were credited to his personal account. 
The New York Court of Appeal in ac- 
tion for conversion held: “Wagner had 
authority to indorse the checks, although 
no by-law or resolution is in evidence 
to that effect, but only for the purposes 
of the corporation’s business, and not 
to transfer the checks to himself person- 
ally or for his personal use. . . . It 
could, to safely protect itself in its deal- 
ing with Wagner, inquire as to his rela- 
tions with the plaintiff, the authority he 
possessed, and could insist upon an ex- 
amination of the plaintiff's by-laws and 
minutes if it thought that necessary to 
protect itself. When it accepted the 
checks payable to the plaintiff and in- 
dorsed by Wagner as president of the 








plaintiff for deposit to the account of 
Wagner himself, it did so at its peril to 
ascertain whether Wagner had author- 
ity to indorse them and by his indorse- 
ment transfer the money to be paid 
thereon to his personal account. : 

If Wagner had no such authority, title 
to the money in question never passed 
to the defendant, and, if it received it, 
it did so without authority, and must ac- 
count and make payment to the owner. 
; Assuming, as we do, that Wag- 
ner had general authority to indorse the 
checks for the plaintiff's corporate pur- 
poses, this clearly does not authorize him 
to indorse checks to his own order and 
appropriate the money to his own per- 
sonal use, and the nature of this trans- 
action was such as to warn defendant 
that the checks were being diverted from 
usual business channels.” 

In Ward v. City Trust Company of 
New York (1908) 192 N. Y. 61, 84 
N. E. 585, the same court held that a 
president’s authority to indorse the cor- 
poration’s name did not sanction or per’ 
mit the application of the instrument for 
any other than a corporate purpose. 
There is a presumption against the valid- 
ity of the transaction. Schmidt v. Gar- 
field National Bank, 64 Hun, 298, 19 
N. Y. S. 252, affirmed 138 N. Y. 631, 33 
N. E. 1084; Sims v. U. S. Trust Co. of 
New York, 103 N. Y. 472, 9 N. E. 605; 
Fid. & Dep. Co. of Md. v. Queens 
County Trust Co., 226 N. Y. 225, 233, 
123 N. E. 370; Norton on Bills and 
Notes (4th Ed.) notes, pp. 445-449. 

The same ruling has been enunciated 
by our courts. In Dennis Metal Mfg. 
Co. v. Fidelity Union Trust Company, 
99 N. J. Law, 365, 123 A. 614, it was 
held that a bank, crediting a corpora: 
tion check to the president’s personal 
account on the president’s indorsement, 
was required to ascertain the latter's 
authority, citing with approval the New 
York case of Ward v. City Trust Co. of 
New York, supra, and also Aerial 
League of America v. Aircraft Fire- 
proofing Corporation, 97 N. J. Law, 
530, 117 A. 704, a leading case, and 
American Saw Co. v. First National 





Part of the American Scene. America speaks 
— by telephone. “We'll take a carload.” “Come over 


and have a game.” “Send me some ice cream.” And 


all the other bywords of business and social life. 


Historians who write about the Thrifty Thirties 


should note, “People relied on the telephone; its 


value had been proved.” 


Bell Telephone System 


Bank of Trenton, 60 N. J. Law, 417, 38 
A. 662. This view was followed in 
Economy Auto Supply Co. v. Fidelity 
Union Trust Co., 105 N. J. Law, 206, 
144 A. 30 (indorsement of corporation’s 
name on a check by its president held 
not to constitute a valid indorsement, 
and the bank was held liable to the cor- 
poration), and Passaic-Bergen Lumber 
Co. v. United States Trust Co., 110 N. 
J. Law, 315, 164 A. 580 (branch man- 
ager held not to have authority to in- 
dorse checks payable to corporation and 
apply proceeds to a use foreign to cor- 
poration’s business. Bank was liable to 
corporation even though latter was not a 
depositor). 


We therefore conclude that in that 
instant case defendant did not have the 
authority to credit the personal account 
of “P. A. Werner, Megr.,” without first 
making inquiry of the plaintiff as to the 
propriety thereof. The defendant was 
charged with a duty which the nature 
of the transaction required it to perform. 
The breach of duty, i. e., of making in- 
quiry as to Werner's authority in apply- 
ing the funds to his own use, the credit- 
ing of the proceeds of the check in 
question to Werner's account constituted 
a conversion on the part of the defend- 
ant and rendered it liable to the plain- 
tiff. 

Judgment will be reversed, with costs 
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BANCO DI SICILIA 


PUBLIC INSTITUTION OF CREDIT 
Direction General: PALERMO 


BRANCHES IN ITALY: Acireale, Adrano, Agira, Agrigento, Aleamo, Avela, Bagheria, 
Barcellona, Caltagirone, Caltanissetta, Canicatti, Carini, Catania, Cefalu’, Comiso, Corleone, 
Enna, Fiume, Francavilla, Francofonte, Gangi, Gela, Genova, Giarre, Grammichele, 
Lentini, Leonforte, Lercara, Licata, Lipari, Marsala, Mazara, Menfi, Messina, Milano, 
Milazzo, Mistretta, Modica, Monreale, Nicosia, Niscemi, Noto, Palazzolo Acreide, Palermo, 
Pantelleria, Partanna, Partinico, Paterno’, Patti, Petralia Sottana, Piazza Armerina, Porto 
Empedocle, Racalmuto, Ragusa, Randazzo, Ribera, Riesi, Riposto, Roma, Salemi, 8. Agata 
di Militello, Sciacca, Siracusa, Taormina, Termini Imerese, Torino, Trapani, Trapani 
(Agenzia Borgo Annunziata), Trieste, Venezia, Vittoria, Vizzini. 


BRANCHES IN THE ITALIAN COLONIES: Tripoli of Africa, Rodi, Coo. 


AFFILIATION IN THE UNITED STATES: Bank of Sicily Trust Company, 487 Broadway, 
New York, N. Y. 


Correspondents all over Italy and throughout the world 


Condensed Statement of Condition as of September 30th, 1933 


ASSETS LIABILITIES 


Cash and in deposit with Lier Lire 
the Bank of issue...Lire 315,582,924.46 | patrimony 4 Capital. .230,000,000.00 
( Commercial.. 204,055,253.69 ” / Reserves 225,193,017.98 
? Agricultural. . 45,036,844.16 ———_______— 
Loans on Securities 305,530,662.61 Lire 455,193,017.98 
Italian Government Securi- 
ties owned 568,403,769.86 
Other secured loans 98,427,763.56 | Treasurer Checks, Certifi- 
Loans to Municipalities and cates of Deposits, Mort- 
other long term loans gage bonds 107,005 744.37 
secured by Mortgages... 392,442.862.91 Deposits of individuals in 
Participations eu 93,134,347.58 current accounts and sav- 
Banking Houses 35,354,599.66 ings 714,420,424.01 
Due from correspondents 109,094,076.10 | Due to correspondents... 1,002,891,854.30 
Items for collection 21.560.790.13 | Depository account of the 
Depository account of the State and the Provinces 134,096,207.41 
State and Provinces.... 145,719,224.20 | Inter-Offices current 
Inter-Offices current accounts 130,435,152.00 
accounts 130,435,152.00 | Other Liabilities 189,738,303.92 
Other Assets 277.299.520.76 | Acceptances and guarantees 
Liability for acceptances and for account of others... 9,080,364.40 
eee Tee 9,080,364.40 OEUAIID 06.56 dc0.6 oeacee acne 58,196,065.98 
Expenses 49,898,978.29 


Discounts: 


2,801,057,134.37 ——— 
Securities deposited with : J __ Lire 2,801,057,12 
the bank 2,304,851,735.17 Depositors of securities... 2,304,851,735. 


5,105,908,869.54 Lire 5,105,908,869.54 


LUIGI MIRABELLA GIUSEPPE DELL’ORO 


Accountant General Director General 


All banking transactions, Agricultural Credit, Land Mortgage Credit. 
Mineral Credit and Savings Bank. 
Depository and Receiver in Sicily of the collection of State and Provincial taxes. 
Modern vaults and safety boxes. 
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FINANCIAL SITUATION ABROAD 


A MONTHLY SURVEY OF CURRENT FINANCIAL, ECONOMIC AND 
POLITICAL EVENTS IN OTHER LANDS 


OLITICAL affairs are occupying 

chief attention among the leading 

European countries in these days. 
Temporarily, at least, the League of Na- 
tions and the Disarmament Conference 
are in a state of eclipse, from which 
shadowy realm their early emergence 
does not appear to be promising. France, 
though still willing to consult amicably 
with Germany, at the same time contin- 
ues to display misgivings about the virile 
nationalistic and militaristic enthusiasm 
evoked by Chancellor Hitler. At this 
juncture Signor Mussolini has displayed 
even more than his customary activity, 
and has been seeking to gain support for 
his four-power plan. Germany and 
Poland have come to a better under- 
standing respecting matters which for a 
long time have hung threateningly over 
the European scene. This development, 
it seems, has gone rather beyond the 


limits considered desirable by France, 
which country has very close political 


relations with Poland. Perhaps the most 
significant feature of the existing Euro- 
pean political situation is the growing 
divergence between Great Britain and 
France respecting the policy to be fol- 
lowed in relation to Germany. While 
this lack of identity between the policies 
of the two countries has, in recent years, 
manifested itself in several instances, 
fresh evidence of it now appears respect- 
ing the desire and intention of Germany 
to increase her armament—a_ purpose 
which is regarded with some tolerance 
by Great Britain, but strongly opposed 
by France. Thus the attitude of veiled 
hostility which has existed between 
France and Germany ever since the sign- 
ing of the Treaty of Versailles continues 
to disturb the outlook for peace, al- 
though an outbreak of war in the near 
future is generally considered highly 
improbable. Spain has lately experi- 
enced something in the nature of a mild 
revolution, due to opposition to the ex- 
isting regime. Cuban affairs remain un- 


settled, while Bolivia and Paraguay have 
ceased fighting, consequent upon peace 
proposals put torth by the Pan-American 
Conference recently in session at Monte- 
video. With the exceptions named, the 
political status of the world, at the close 
of 1933, was fairly tranquil. 

Economically there are some signs of 
recovery. This is especially the case in 
the British Isles, where both physical 
production and trade are increasing, and 
unemployment decreasing. This im- 
provement is generally attributed to the 
natural recuperative forces which al- 
ways reassert themselves at some point 
in a long-continued depression. But the 
improvement, while gratifying as being 
indicative of a turn of the tide, still 
leaves unemployment in England in the 
neighborhood of a 2,000,000 aggregate, 
and production has not yet risen much 
if any above the level of thirteen years 
ago. Taxes are perhaps heavier in Eng- 
land than in any other country, and this 
makes the progress toward recovery all 
the slower and more difficult. 

Early in December the new French 
ministry was still struggling with a 
problem common to many countries— 
balancing of the budget. A deficit of 
some 6,100,000,000 francs, evidences of 
currency hoarding, and heavy losses of 
gold from the huge stock of the Bank 
of France, have added to the difficulties 
of the situation. It has not been found 
easy to secure agreement, either in the 
French Parliament or among the people, 
on the measures of economy and taxa- 
tion .essential to budgetary equilibrium. 
Income tax evasions, not unknown in 
other countries, are believed seriously to 
impair the French revenues, and the new 
hudget hopes to be augmented to the 
extent of some 1,000,000,000 francs by 
measures designed to prevent such eva- 
sions. 

Germany, having passed through the 
most hectic stages of the change to the 
Hitler regime, is showing some signs of 
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recovery. For example, the revenues for 
the first half of the fiscal year Vileech- 
September) were 39,000,000 marks 
above the receipts for the same period 
of last year. Large industrial concerns 
are showing increased activity. Bank 
shares have recently made substantial ad- 
vances in price, the Deutsche-Disconto 
Gesellschaft shares advancing from 4214, 
to 56, due at least in part to the pur- 
chase of the bank’s building by the 
Reich. There has also been a rise in the 
shares of the Dresdner and Reichsbank, 
the advance in the latter being attributed 
to a guarantee of unrestricted transfer 
of dividends declared by the bank. 
Italy has taken a further and decisive 
step in the formation of the “corpora- 
tive state.” Soon the Chamber of Depu- 
ties is to be supplanted by the National 
Council of Corporations. A resolution 
presented to the council by Signor Mus- 
solini defines the aims of this organiza- 
tion as “the instrument which under the 
aegis of the state disciplines the pro- 
ductive forces in view of the develop- 
ment of the wealth, political power and 
well-being of the Italian people.” In 
the terms of this resolution the corpora- 
tion is to embrace representatives of 
“the state, administration, the Fascist 
party, capital, labor, and the techni- 
cians’; the corporation receives from the 
National Council the power to enact 
laws of an economic character; and the 
Fascist Grand Council has the task of 
making the constitutional modifications 
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necessitated by the creation of these new 
legislative units. 

Reviewing the work accomplished 
under the Fascist regime, the report of 
the Association of Italian Corporations 
and the General Fascist Confederation 
of Italian Industries points out that in 
the eleven years since the “March on 
Rome” some 3000 important public 
works have been completed or under’ 
taken, involving an outlay of 2,374,966, 
455 lire, giving employment to a large 
number of Italian workers. In the same 
time lands reclaimed or under reclama- 
tion total 10,690,009 acres, or nearly 
14 per cent. of the national territory. 
The mechanism for handling financial 
transactions has also been greatly im 
proved by the reorganization of existing 
institutions and by the creation of new 
ones specially designed to meet existing 
conditions. 


OPINIONS FROM RECENT BANK LETTERS 


The Index, published by Svenska 
Handelsbanken, Stockholm, contains in 
its November issue an interesting paper 
on “Some Problems of International 
Economic Equilibrium,” by J. B. Cond- 
liffe, editor of the annual “World 
Economic Survey,” published by the 
Economic Intelligence Service of the 
League of Nations. The writer says: 


“The most immediate problem is obvi- 
ously that of restoring a common meas’ 
ure of value by linking national cur’ 
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rencies once again in the gold standard. 
Only by establishing such a common 
monetary unit will it be possible to 
establish co-operative processes that will 
not only enable countries to trade, but 
will facilitate necessary economic 
changes.” 


But he further points out that the 
achievement of monetary stability is 
only the beginning of the task of restor- 
ing international economic equilibrium. 
The writer concludes with the following 
observations relating to international 
financing: 

“In the field of international finance 
there looms, beyond the immediate prob- 
lems of volatile short-term money and of 
much long-term debt that weighs heav- 
ily upon the resources and_ transfer 
capacities of particular countries, a 
whole set of problems connected with 
the resumption of capital investment. It 
seems improbable that investment by the 
method of long-term fixed-interest loans 
to governments or banks can be safely 
resumed on any large scale; but private 
investment in industrial equities requires 
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a degree of confidence in international 
stability that is at present lacking. This 
whole subject demands careful study 
from an international angle.” 

Dealing with “The Problem of Prices” 
in its November issue, the Monthly Re- 
view of Lloyds Bank Limited takes a 
cautionary attitude: 

“The promotion of public works of 
a productive character may also have its 
but caution necessary in two 
directions. Firstly, care must be taken 
to see that such works are really pro- 
ductive, and to ensure that they do not 
add to the future interest burden of the 
nation. Secondly, they must only be 
undertaken so long as they bring into 
employment capital which otherwise 
would have lain idle. The moment 
private enterprise revives and begins to 
compete with public enterprise for such 
capital as is available, then public enter- 
prise should give way. The promotion 
of public works should be regarded as a 
stop-gap, designed to meet an abnormal 
state of affairs, in which capital is afraid 
to seek its usual employment in private 
channels. 


uses, is 
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“So much for methods designed to 
stimulate the demand for commodities. 
When we come to the question of regu- 
lating their supply, still greater care is 
necessary, and here the governing prin- 
ciple must be that of elasticity. Any 
form of regulation, whether marketing 
or quota, tariff or treaty, should be 
elastic, so that it can be modified in the 
right direction at a moment’s notice. 
It is true that some degree of stability is 
necessary, and to some extent this justi- 
fies the fact that the Ottawa Agree- 
ments, for example, were designed to re- 
main in force for a period of five years. 


Yet it might have been advantageous if 
machinery had been simultaneously set 
up to enable specific provisions in those 


agreements (and also in our foreign 
commercial treaties) to be modified with- 
out delay, and such machinery should 
be free from political pressure either at 
home or in the Dominions. Once any 
government has decided that it is neces- 
sary for it to intervene in matters con- 
cerning the production and marketing 
of commodities, it should realize that it 
has undertaken a difficult and intricate 
task, which will frequently call for quick 
and certain decisions. Furthermore, it 
should regard its intervention as a tem- 
porary palliative necessitated by the ab- 
normal conditions of the day. Once 
trade has begun to revive and gluts to 
disappear, a government should leave 
production and trade free to take their 
normal course. 

“This suggests that we should proceed 
slowly and cautiously, aiding and guid- 
ing nature, instead of usurping its func’ 
tions. Within these limits, there is a 
case to be made out both for the general 
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economic and monetary policy of the 
government and for its efforts to regu- 
late the supply of commodities. We 
should, however, recognize that organ- 
ized intervention of this kind means that 
we are treading upon very dangerous 
ground, and such intervention in the 
normal course of trade should be ter- 
minated as soon as circumstances per- 
mit. 


In the opinion of the Monthly Review 
(November) of Barclay’s Bank Limited 
there is not much prospect for a lifting 
of trade barriers until gold is generally 
restored as a standard of value. It says: 


“There is little prospect of any ap- 
preciable progress being made towards 
the abolition of the network of exchange 
restrictions, quotas, tariffs and other im- 
pediments to trade, whilst the currencies 
of many of the leading nations remain 
unlinked to gold. Experience has shown 
that the advantages which the export 
trade of a country may derive from the 
depreciation of the exchange are often 
illusory, but it is scarcely to be expected 
that other nations will forego the de- 
fensive measures they have adopted 
until the danger of currency manipula- 
tion has been removed by a general re- 
turn to the gold standard.” 


That there has been a revival of busi- 
ness in those countries embraced in the 
sterling group is the view which the 
Midland Bank takes in its Monthly Re- 
view (October-November) : 


“Tt is now recognized by almost every’ 
one, however grudgingly by the prophets 
of doom, that a sustained recovery in 
general economic conditions in this coun’ 
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try has been taking place for some time 
past. This is a matter for much more 
than national satisfaction, since Great 
Britain exercises almost unequalled in- 
fluence upon the trend of economic af- 
fairs throughout the world. Notwith- 
standing that sterling is a pure managed 
currency, almost completely divorced 
from gold for an indefinite period, it 
provides the only basis of true monetary 
stability in the world today; neither gold 
nor the dollar can at present provide the 
same degree of steadiness in purchasing 
power as the pound is showing and 
seems likely to maintain, and this state- 
ment need not be taken as in any way 
detracting from the desirability of a 
regulated hardening movement in com- 
modity prices. Further, Great Britain 
has become the center of a vast area of 
trade, both national and international, 
in currencies based upon the pound 
sterling, so that on physical measure- 
ments alone the behavior of the pound 
in relation to commodities is perhaps the 
strongest single factor in world condi- 
tions, even allowing for the force of 
monetary and political disturbances aris- 
ing from other parts of the world. 
“This peculiar position of Great 
Britain as the core of a great and scat- 
tered trading area, with its outposts in 
every continent and interests in every 
commodity, makes it especially interest- 
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ing to inquire how far the other parts of 
that area have shared in the improve- 
ment witnessed here. The League of 
Nations, in a recent document entitled 
World Economic Survey 1932-3, pub- 
lishes a very ingenious—if anything per- 
haps rather too ingenious—diagram 
showing the course of economic condi- 
tions in various countries quarter by 
quarter since the middle of 1931. It 
shows, very happily, that improvement 
has at last become almost universal, 
though still very slight and hesitant in 
some parts of the world. True, the im- 
provement is in some countries no more 
than a change from ‘uniform aggrava- 
tion’ to ‘diminishing aggravation’; but in 
most areas it has gone further than that. 
If, however, the countries in the sterling 
area are grouped, it is found that 
progress within that area has been on the 
whole more even and sustained than 
outside it. To be sure, the experience 
of the several countries Within the group 
is by no means uniform—recovery began 
later in some, for example Norway and 
Denmark, than in others, particularly 
the United Kingdom, Australia and 
India, and has progressed farther in 
these last three than in, say, Denmark 
and Egypt. But the general experience 
is better, and the trend somewhat 
clearer, than in other parts of the world, 
taken as a whole.” 








BANK OF MONTREAL 


Established 1817 
A presentation in easily understandable form, of the Bank’s 


ANNUAL STATEMENT 
31st October, 1933 


LIABILITIES 
LIABILITIES TO,{THE PUBLIC 
Deposits ; P é : ; 4 7 : : . $641,346,710.12 


Payable on demand and after notice. 

Notes of the Bank in Circulation ‘ é ‘ : : 33,819,807.50 
Payable on demand. 

Bills Payable , : 4 ‘ ‘ ; ‘ 258,578.04 
Time drafts issued and “outstanding. 

Letters of Credit Outstanding ; P ‘ : : : 6,151,280.54 


Financial responsibilities undertaken on behalf of customers 
(see off-setting amount [x] in ‘“‘Resources’’). 


Other Liabilities é : : : : : ; : 10,642,442.25 
Items which do not come under the foregoing headings, including 
$9,000,000 advances from the Dominion Government under The 
Finance Act. —— 
Total Liabilities to the Public . : , ‘ . 692,218,818.45 
LIABILITIES TO THE SHAREHOLDERS. 
Capital, Surplus and Undivided Profits 
and Reserves for Dividends ; , ‘ : , : 76,317,090.20 
This amount represents the shareholders’ interest in the Bank, over 
which liabilities to the public take precedence. 
Total Liabilities ‘ , : : ; : ‘ . $768,535,908.65 


RESOURCES 
To meet the foregoing Liabilities the Bank has 

Cash in its Vaults and in the Central Gold Reserves : . $ 78,683,217.88 

Notes of and Cheques on Other Banks : ; ; ; 26,953,876.82 
Payable in cash on presentation. 

Money on Deposit with Other Banks ‘ ; ‘ ; ‘ 25,334,859.87 
Available on demand or at short notice. 

Government and Other Bonds and Debentures ; 316,967,375.69 
Not exceeding market value. The greater portion consists of gilt- edge 
securities which mature at early dates. 

Stocks : ° ‘ . : - 4 : : | 514,911.33 
Railway and Industrial and other stocks. 

Call Loans outside of Canada : ‘ : ; : : 36,354,280.98 
Secured by bonds, stocks and other negotiable securities of greater 
value than the loans and representing moneys quickly available with no 
disturbing effect on conditions in Canada. 

Call Loans in Canada : : : ; ; : ? 7,607,169.32 
Payable on demand and secured by bonds and stocks of greater value 
than the loans. 

Bankers’ Acceptances . ; : , F P ; 111,293.01 
Prime grafts accepted by other banks. 

TOTAL OF QUICKLY AVAILABLE RESOURCES ‘ . 492,526,984.90 
(equal to 71.15% of all Liabilities to the Public) 

Other Loans ; : ‘ : ; : ; é 
To itmanufacturers, farmers, merchants and others, on conditions 
consistent with sound banking. 

Bank Premises . : , ; ; , : ‘ 14,509,000.00 
Three properties only are carried in the names of holding companies; 
the stock and bonds of these companies are entirely owned by the Bank 
and appear on the books at $1.00 in each case. All other of the 
Bank’s premises, the value of which largely exceeds $14,500,000, appear 
under this heading. 

Real Estate and Mortgages on Real Estate , : : ; 1,732,750.77 
Acquired in the course of the Bank’s business and in process of 
being realized upon. 

x Customers’ Liability Under Letters of Credit ; 6,151,280.54 
Represents liabilities of customers on account of Letters of Credit issued 
by the Bank for their account. 


Other Assets not included in the Foregoing : . : 1,739,629.83 
Making Total Assets of ; , . , ; ‘ . 768,535,908.65 

to meet payment of Liabilities to the Public of 692,218,818.45 
leaving an excess of Assets over Liabilities to the Public of —$ 76,317,090.20 


251,885,262.61 





Current Conditions in Canada 


S reported by the Business Sum- 
mary (November 23) of the Bank 
of Montreal “the activity in evi- 
dence since the early summer has been 
well maintained, with a tendency to in- 
crease during the first half of November. 
Prominent in a survey of trade condi- 
tions are the substantial improvement in 
the lumber industry, an increasing vol- 
ume of external commerce, expanding 
bank debits and lower business mortal- 
ity. 

“Car loadings show a substantial im- 
provement in the state of trade since 
midsummer in branches of primary 
products, with the exception of wheat. 

“In the matter of external trade, the 
exports for October, notwithstanding a 
drop in the wheat movement a 40,- 
192,415 bushels a year ago to 23,305,510 
bushels, were larger than for any pi 
December, 1930, while imports 
were larger than for any month since 
May, 1932. For the seven months of 
the fiscal year to date the gain in total 
trade is 3 per cent., exports having in- 
creased 12 per cent., while imports have 
declined nearly 7 per cent. The favor- 
able trade balance for the period is $87,- 
671,000; for the first ten months of 1933 
it is $102,726,000. 

“Dominion revenues showed a gain 
of over $2,213,000 in October compared 
with a year ago, but are still down by 
$8,872,000 for the first seven months 
of the fiscal year. Current expenditures 
have been maintained within receipts. 

“The statement of the chartered banks 
at the close of September reflects the im- 
provement in the economic situation. 
Current loans showed an increase of 
$20,000,000, the largest monthly in- 
crease in more than four years, and de- 
mand deposits were up $7,900,000. 
Bank debits to individual accounts in 
October were $2,823,000,000, compared 
with $2,3 367, 000,000 in the same month 
last year.” 


Later figures than the above respect- 


since 


ing the foreign trade show continued 
improvement. As reported by the 
Canadian Press, during the month of 
November Canadian products valued at 
$60,384,590 were exported, compared 
with $45,944,520 for the corresponding 
month last year. Imports also were 
greater, totaling $43,653,078, compared 
with $37,769,047 a year ago. Exports 
of Canadian products for November ex- 
ceeded imports by $16,731,512. 

For eight months of the present fiscal 
year total exports were $386,007,148 
and for the corresponding eight months 
last’ year $336,645,984. Imports for 
eight months were $284,909,992 and for 
the previous year $296,504,247 Exports 
for the last eight months exceeded im- 
ports by $101,097,156. 


Fach maslery 2. any 


Javnginae y PERSONAL 
BERLITZ INSTRUCTION 


You can’t help learning languages the 
Berlitz Way—a Method scientifically 
designed to give you easy, fluent 
speech and authentic native accent in 
French, Spanish, German, _ Italian, 
Russian, or whatever language you 
choose. 

Small groups, to meet day or evening, 
now forming. Write, call in person, or 
phone “Secretary of Admissions,” for 


FREE BOOKLET and arrange for your 
FREE TRIAL LESSON 


SCHOOL OF 
BERLITZ ‘ sieahers 
30 West 34th Street, New York PEnn 6-1188 


BALTIMORE....... N. Charles St. 
Boston 140 Newbury St. 
CHICAGO Auditorium, 56 E. Congress St. 
DETROIT 820 David Whitney Bldg. 
PHILADELPHIA....Elrae Bldg., 226 S. 15th St. 
WASHINGTON 115 Connecticut Ave. 
HAVANA Prado 62, altos 


“Language Teachers of the 
World for Fifty-six Years”’ 

















FOREIGN BANKS ARE 








INVITED TO CORRESPOND WITH 


The Central Bank of India, Limited 
Bombay (India) 


UR close contact with the commercial activities with five 
Offices in the City and various Branches in other parts of 
India, puts us in the best position to serve you. 


S. N. POCHKHANAWALA, Managing Director 








INTERNATIONAL BANKING NOTES 


RoyaL BANK OF SCOTLAND. The directors 
submitted to the proprietors the annexed ab- 
stract statement of the affairs of the bank at 
the second Saturday of October, 1933, with 
relative profit and loss account, certified by 
the auditors. 


5s. 1d. and balance from last account, 
£61,497 15s. 6d., making a total of £124,306 
Os. 7d., appropriated in payment of a divi- 
dend on the “A” ordinary shares at the rate 
of 6 per cent. per annum, which together 
with income tax amounts to £64,306 Os. 7d., 


The net profits of the year, after providing for all bad and doubtful debts, 


amounted to 


Seb wiie: ariple end Ieee oie Kwiler Oe oa ah ei nae £612,052 8 § 


The midsummer dividend, at the rate of 17 per 


cent. per annum, required 
Less income tax 


£321,316 6 
80,329 1 


“Iv 


£240,987 4 10 


It was proposed to pay a dividend at Christmas 


at the rate of 
which will require 
Less income tax 


There has been written off expenditure on bank buildings and 


heritable property 
Carried to pension reserve fund 


“The directors record with deep regret the 
loss sustained by the death of Sir Alexander 
Kemp Wright, K.B.E., who, over a long 
period as cashier and general manager, and 
as an ordinary director, rendered distin- 
guished services which have been of excep- 
tional value to the bank. 

“The directors appointed Mr. William 
Whyte, deputy general manager, to succeed 
Sir Alexander Kemp Wright as cashier and 
general manager. 

“It is also with regret that the directors 
record the death of Mr. Robert Fleming, who 


had been an extraordinary director since 
1907.” 
BriTIsH Overseas BANK, LIMITED. At the 


fourteenth annual general meeting held De- 
cember 12 at the bank, 33 Gracechurch street, 
London, the report by the boerd of directors 
made the following exhibit: Profits, £62,808 


88 


And to inner reserves against contingencies the balance of.... 


17 per cent. per annum, 


—_—_—£240,987 4 10 

£25,000 0 O 

30,000 0 O 

75,077 18 9 
————- £612,052 8 5 


leaving £64, 306 Os. 7d. to be carried for: 
ward to next account. The directors have 
transferred £75,000 to investments deprecia- 
tion reserve from reserve fund and £75,000 
from contingencies account. 


BANK OF MontTREAL. Balance of profit and 
loss account October 31, 1932, $1,248, 
856.50; profits for the year ended October 
31, 1933, $4,005,153.59. Out of this were 
paid three quarterly dividends of 2 per cent. 
and one of 24 per cent., aggregating $3,060,- 
000. There was allocated for Dominion 
Government taxes, $508,558.81, and_ to 
reservation for bank premises, $100,000, leav- 
ing $1,585,451.28 to be carried forward to 
next account. 


IMPERIAL BANK OF Persia. For the half- 
year ending September 20 an interim divi 
dend of four shillings per share was declared, 
free of income tax. 
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View of the head office building in Palermo, Banco di Sicilia. 


Banco di Sicilia 


HE Banco di Sicilia traces its origin 

to the two “Casse di Corte” 

(Caisses of the Court), one in 
Palermo and the other in Messina, which 
were instituted in Sicily, by the Kingdom 
of the two Sicilies, in the year 1843. 

These Caisses were designated as re- 
ceivers and depositories of public rev- 
enues. They were also authorized to 
receive private deposits and to issue, 
against cash, “Fedi di credito” (certifi- 
cates of deposits), payable at sight and 
negotiable by endorsement. 

In the year 1850 these two “Casse di 
Corte” were merged into one institution, 
called “Banco Regio dei Reali Domini 
al di la del Faro” (Royal Bank of the 
King’s Dominions peyond the Faro), 
with a small working capital furnished 
by the government of the time. 

Coincident with the proclamation of 
the Kingdom of Italy in 1860, the bank 
changed its name into the present one 
of “Banco di Sicilia” and, a few years 
later, in 1867, the government of the 
newly-constituted Kingdom conferred 





upon the institution the power of issuing 
currency. 

Having thus acquired a national char- 
acter the institution opened branches in 
Sicily and on the mainland and, in the 
progress of time, has enlarged the field 
of its activities to better serve the coun- 
try’s economic interests. 

It now numbers ninety branches, many 
of which are located in Sicily: Palermo, 
Catania, Messina, Trapani, Siracusa, 
Agrigento and smaller centers, and 
others in the principal cities of continen- 
tal Italy: Rome, Genova, Milan, Venice, 
Turin, Trieste, Fiume and in the Italian 
Colonies: Tripoli (North Africa) and 
Rhodes (Egean Islands). The central 


management offices are in Palermo. 


BANKING SECTION 

Equipped to handle every type of com- 
mercial banking transactions, it engages 
principally in the extension of credit to 
commercial firms, loans on Italian gov- 
ernment securities and rediscounts to 
banks and bankers. 
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View of the branch office building in Milan, Banco di Sicilia. 


During the year 1932 its loaning op- 
erations totaled above lire 2000 millions. 

Wide circulation is enjoyed not only 
by its traditional “Fedi di Credito,” but 
also by its “Waglia Cambiari,” the is- 
suance of which is permitted by law only 
to the Banco di Sicilia, the Banca d'Italia 


and the Banco di Napoli. Similar in 
some respects to cashier checks, the law 
has surrounded this instrument with cer- 


tain privileges and safeguards, and, fur’ 
thermore, bearing the signature of the 
institution, they circulate freely through: 
out Italy in lieu of cash. 

The average amount of these “Vaglia” 
outstanding in the name of the Banco di 
Sicilia is more than lire 100 millions. 

In the larger branches the bank oper- 
ates commodious and modern vaults with 
safe-deposit boxes. 
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The manager's office in the Rome branch, Banco di Sicilia. 


SAVING SECTION 


It is administered as a separate legal 
entity under the name of “Cassa di 
Risparmio del Banco di Sicilia.” 

Enjoying the deep-rooted confidence 
of the people, it is the largest banking 
reservoir for the savings of the island’s 


thrifty population, ranking with the 
leading savings institutions in Italy. 

The “Cassa di Risparmio” finances the 
section of agricultural credit and makes 
loans to municipalities and provinces. 
These and a large investment in Italian 
government securities constitute prac- 
tically all the avenues of employment for 
its funds. 

To encourage the savings habit among 
school children it holds contests every 
year on the “Festa del Risparmio” (sav- 
ings day), and makes a wide distribution 
of savings boxes. Its deposits total more 
than lire 700 millions. 


AGRICULTURAL CREDIT 


Agriculture is one of the basic re- 
sources of the island, and a special sec- 


tion of the institution known as “Credito 
Agrario” handles credit facilities for the 
farmers, granting them short-term loans, 
mostly for crop-raising purposes. 

The credit is distributed through in- 
termediate bodies, made up of local 
farmers’ co-operatives, which link the 
rural communities with the institution. 

The agricultural portfolio, so dis- 
counted, reached at one time a peak of 
lire 300 millions, but stands presently at 
about lire 45 millions. In the year 1932 
it made about 33,000 loans, for a total of 
more than lire 70 millions. Wheat 
growers were helped with loans against 
stored wheat totaling more than lire 12 
millions. 


LAND MORTAGE CREDIT 


Another branch of the institution is 
organized along the lines of the agricul- 
tural credit, and goes under the name of 
“Credito Fondiario.” 

Its purpose is chiefly the financing of 
long-term loans on farm land or on im- 
proved real estate, for improvements of 
a fixed character or such that the amorti- 





THE BANKERS MAGAZINE 


~~ 
Oo 
we) 
ao 
(=) 
ae) 
cS 
io) 
<< 
5 
' 
S 
; 
i*) 
? 
ve 
8 
) 
<< 


Sicilia. 


Banco di 


Two views of the Caltanisetta branch, 
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View in the main banking room of the Milan branch, Banco di Sicilia. 


zation may safely be spread over a long 
period of years, but, however, not over 
thirty years’ duration. 

To the borrowers it issues “cartelle 
fondiarie” (mortgage bonds), which are 
readily salable in the investment market. 


MINERAL CREDIT 


In the forefront of the industrial ac- 
tivity in Sicily is the sulphur mining in- 
dustry, which employs about 60,000 
people. A special section of the bank, 
called “Credito Minerario,” has taken 
care of the credit needs of that industry 
and helped the same to weather periods 
of depression. 

For a time assistance to the producers 
was extended through a consortium of 
the sulphur producers; later, the world- 
wide conditions of the sulphur market 
induced the government to dissolve that 
consortium, and the “Credito Minerario” 
has since dealt directly with the in- 
dividual producers. Loans are made 


against sulphur deposited in specified 

warehouses and repaid upon the sale of 

the product. 
BANK OF SICILY TRUST COMPANY 

This is a New York trust company, 
organized in 1925 pursuant to a law 
voted by the Italian Parliament, which, 
in view of the large number of Italian 
residents in New York, authorized the 
Banco di Sicilia to establish this Amer- 
ican afhliation. 

The total assets of the Bank of Sicily 
Trust Company, December 31, 1933, 
totaled about $10,000,000. 

Besides its main office at 487 Broad- 
way, New York, the bank maintains 
four branches in Greater New York. 


DEPOSITORY FOR PUBLIC REVENUES 
The collection of county or provincial 


taxes in Italy is entrusted to individuals 
and firms, bonded for that purpose, who 
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View of the Siracusa branch, Banco di Sicilia. 





Manager's office in the Milan branch, Banco di Sicilia. 
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View of the Rome branch, 


undertake the collection on a percentage 
basis. 

The Banco di Sicilia is the designated 
depository of the funds collected in 
Sicily, which the bank in turn credits in 
such proportion, as directed by law, to 
the respective provinces and the national 
treasury. Furthermore, being furnished 


Banco di Sicilia. 


with the roll of taxpayers, the bank acts 
as a control over the collectors. 


SUBSIDIARIES FOR ECONOMIC PROMOTION 


With a view to stimulate and support 
the economic activity of the island in all 
its aspects, the bank from time to time 
has created various organizations. 


“Hh COD}: S 
a 
NET e) NOMIC 


a a ty ) 
BAO: KANGOL) DRA 


Medal bestowed each year by Banco di Sicilia in order to promote agricultural activity. 
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Plaque presented every seventh year by 
Banco di Sicilia in recognition of agri- 
cultural excellence. 


To foster and assist enterprises carry- 
ing the reclamation of the soil, it or- 
ganized and administers the ‘‘Istituto 
Vittorio Emanuele III per il Bonifica- 
mento della Sicilia’? for which it al- 
lotted lire 20 millions. 

To promote larger crops and better 
grades of agricultural products, it 
founded the ‘‘Fondazione per 1’Incre- 
mento Culturale ed Economico della 
Sicilia’? for which it appropriated lire 
1,500,000. 

This foundation, besides its practical 
researches, conducts intensive educa- 
tional campaigns among farmers for the 
employment of more scientific methods 
and distributes prizes to growers. Note- 
worthy are the prizes which are given 


every year to wheat growers to enlist 
their greater interest in the “battle for 
the wheat” and the special distinction, 
nationally known as “targa del grano,” 
which is distributed every seven years. 

To facilitate an expanding sea trade, 
it organized a financial consortium with 
a capital of lire 12 millions, which oper- 
ates the ‘*Magazzini Generali della 
Sicilia’? or bonded warehouses, situated 
in the principal ports of the island. 

To promote touristic development and 
afhliated activities in Sicily, an island 
rich with natural and artistic beauties, 
and create better conditions for the 
travelers, the Banco di Sicilia has formed 
a special organization: the *‘ Associazione 
Siciliana per lo Sviluppo del Turismo 
in Sicilia,’’ briefly known as “A. §. 
is 

To gather statistical data and study 
economic problems, the bank has estab- 
lished a special bureau, called ‘*Osserva- 
torio Economico,’’ which publishes a 
monthly magazine well known to stu- 
dents of economics. 


A KEY INSTITUTION 


In the year 1926 the power of cur- 
rency issue of the three banks of issue: 
Banca d'Italia, Banco di Napoli and 
Banco di Sicilia, was consolidated and 
entrusted to the Banca di Italia. 

After relinquishing the right of issue 


the Banco di Sicilia simplified and 
adapted its functions to meet the new 
conditions and, through additional fa- 
cilities granted by the government, it has 
been enabled to further expand the scope 
of its activity. 

Dissimilar from the usual banking cor- 
porations under stockholder ownership, 
the Banco di Sicilia’s capital funds are 
not owned by stockholders. The bank 
is a government institution, supervised 
and regulated by the Italian Ministry of 
Finance. 

A share of its earnings is distributed 
tc assist and maintain educational and 
welfare organizations. In the last ten 
years it has so allotted more than 20 
million lire. 
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Central office of Cassa di Risparmio, Banco di Sicilia, Palermo. 


With more than ninety branches, 
thousands of correspondents throughout 
Italy, and banking relations all over the 
world, it is both a large commercial bank 
and a large savings institution. 

Its net worth is about one-half billion 
lire with other resources of more than 
four billion lire. 

The general manager of the bank is 
the Director General. He is appointed 
by the government. 

The Director General with two direc- 
tors chosen by the government and two 
directors appointed by the General Board 
constitute the Executive Board. 

Members of the General Board, of 
which the Director General is the Presi- 
dent, are representatives of the various 
provinces where the bank maintains 
branches. 

The Italian Ministry of Finance main- 
tains a permanent bureau of inspection 
at the main office of the bank. 

The stimulating and co-ordinating ac- 
tivity of the Fascist régime, which has 
invigorated the Italian national life, has 


likewise marked a new era of dynamic 
activity for the Banco di Sicilia, which 
is one of the key banking institutions in 
Italy, always in the front rank in all the 


financial syndicates promoted by the 
Italian treasury. 

It can be readily seen that the mul- 
tiplicity of undertakings carried on by 
the Banco di Sicilia go beyond the mere 
profit aim, but reaching into the vitals 
of the economic welfare of the coun- 
try make of this institution an example 
of rather unique financial leadership 
interwoven with far-reaching social 
purposes. 

The Director General of the Institu- 
tion is Dr. Giuseppe Dell’Oro, a banker 
of wide international experience, whose 
energy and initiative are typically rep- 
resentative of the new Italy of the 
Fascist régime. 

Under his guidance the Institution has 
enjoyed a great impetus and a substan- 
tial growth in deposits, continuing to 
uphold the highest financial standard 
which has distinguished its long and 
fruitful history. 





REVIEW OF THE MONTH 


A SURVEY OF BANKING AND ECONOMIC CONDITIONS AS 
REVEALED IN MONTHLY TRADE LETTERS 


HERE were some encouraging in- 

dications in the closing month of 

the year, counteracting contrary 
features of the preceding month. In the 
first place, the holiday trade was quite 
good, and this is usually taken as a sign 
of better times. The steel industry, long 
regarded as a business barometer, has for 
some time shown an upward tendency, 
while car-loadings, another significant 
indicator, have also tended upward for 
some time. Building activity is also in- 
creasing, stimulated to a considerable 
extent by Government assistance. 

As to the general outlook for the near 
future, no immediate improvement on a 
large scale is expected, though hopes are 
entertained for a substantial recovery 
early in the spring months. 

Since public attention has of late been 
much concerned over the position of the 
United States finances, it is gratifying 
to record that the deficit at the end of 
December, the first half of the fiscal year, 
was some $400,000,000 smaller than for 
the corresponding period of 1933. Re- 
ceipts for the last half of the present 
fiscal year increased by over $400,000,- 
000, while there was a moderate decline 
in expenditures. 

Foreign trade is being carried on with 
a large export balance, brought about 
more by a decline in imports than by a 
gain in exports. 

Production of electric power, which 
showed an upturn in May, continued to 
increase until at the end of the year it 
stood materially above the figures for 
the entire year of 1933. 

Several railway lines are showing in- 
creased net earnings, although the situa- 
tion in this department of transportation 
is as yet far from satisfactory. 

Something of especial encouragement 
is to be found in the fact that a number 
of the large industrial corporations 
whose dividends had been suspended or 
reduced have resumed payments or in- 
creased them. 
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The automobile industry is undoubt- 
edly reviving, and the outlook for added 
sales in 1934 is considered encouraging. 


There has been, thus far, no increase 
in the use of bank credit, at least not to 
an extent that would indicate a marked 
renewal of business activity. Much of 
the lending is being done by the Govern- 
ment. With the entrance of substan- 
tially all the banks of the country into 
the plan for guaranteeing bank deposits, 
up to a limited amount, and loans made 
by the Reconstruction Finance Corpora- 
tion to release frozen bank assets, it is 
quite generally expected that a further 
improvement in the credit and banking 
situation may take place. 

Much of the irritation and uncertainty 
caused by placing industry and trade 
under code regulations has subsided, and 
the ordinary activities of the country are 
proceeding about as usual, though still 
on a greatly reduced scale. 

In the opinion of many there cannot 
be a major recovery until means are 
furnished for financing the heavy indus- 
try through capital loans. For a long 
time the capital market for other than 
short-dated securities has been stagnant, 
a condition by some attributed to the 
general uncertainty and by others to the 
provisions of the National Securities 
Act. 

Controversy over the monetary policy 
of the Government continues, and by 
many this is regarded as a disturbing 
factor in the situation. The annual mes- 
sage of the President gave no definite 
statement that would indicate an early 
change in the present policy, though his 
statement implied stability in the cur- 
rency must await changed conditions in 
other countries. 


In most essentials the country is 
undergoing a process of recuperation. 
How long it will take for the restorative 
forces to bring back complete health is 
a problem for the future to decide 





LETTERS TO THE EDITOR 


AN OPEN FORUM FOR AN EXCHANGE OF OPINIONS 


DEPOSIT INSURANCE AND 
BANKING REFORM 


Editor, THE BANKERS MAGAZINE: 

The Commission on Banking Law and 
Practice of the Association of Reserve 
City Bankers in its bulletin, entitled 
“The Guaranty of Bank Deposits,” has 
demonstrated conclusively to my mind 
that the permanent insurance or guar- 
antee ae which is to come into effect 
on July 1, 1934, is fatally defective and 
dangerous, , and if put into effect will al- 
most certainly seriously impair the capi- 
tal funds of some of the weaker banks 
even though their capital funds may 
have been strengthened through the sale 
of preferred stock or debentures to the 
R. F.C. If the banks licensed to reopen 


after the bank holiday have: been prop- 
erly licensed and if they were properly 
examined before they were allowed to 
qualify for temporary insurance, and if 


the country does no better in 1934 than 
merely hold its own in business matters, 
no permanent guarantee system should 
be needed. If the bureaucrats in Wash- 
ington, particularly the R. F. C. and the 
managers of the F. D. I. C., hadn't kept 
it alive the public would have lost inter- 
est in deposit insurance months ago. 
The Banking Act of. 1933 could, 

course, be greatly strengthened by giving 
wider latitude for the consolidation of 
country banks through branch banking 
in all states regardless of state law. It 
is certainly a curious indictment of 
American bankers, and of American 
business men as well, that we have not 
long ago adopted the remedy for bank 
failures which every other commercial 
nation has found successful. There is 
something to be said for the temporary 
guarantee of deposits of not more than 
$2500 but nothing to be said for the 
permanent adoption of a policy which 
has broken down wherever tried and in 
the long run is likely to guarantee the 
continuance of bank failures instead of 
stopping them. Bank failures are un- 


necessary and inexcusable,-and in the 
United States are more due to the un- 
willingness of Congress to adopt plainly 
indicated measures of banking reform 
than they are to any other one thing. 
Bankers have been accused by Senator 
Glass and other members of the Con- 
gressional banking committees in Wash- 
ington with having appeared at hearings 
chiefly to oppose provisions in bills de- 
signed to be remedial and without mak- 
ing any constructive suggestions. There 
is a considerable amount of justice in 
this accusation due to the fact that it has 
always been difficult to line up the asso- 
ciations of bankers, particularly the 
American Bankers Association which in- 
cludes all sizes and shades of banks, in 
favor of affirmative policies and reforms. 
This criticism, however, certainly does 
not apply to the present work of the 
Association of Reserve City Bankers 
which is issuing a series of bulletins con- 
taining the results of careful investiga- 
tion and fact finding, much of it done 
originally under the auspices of the Fed- 
eral Reserve System itself, and contain- 
ing constructive suggestions and recom- 
mendations. 
EDMUND PLATT, 

Vice-President, Marine Midland 

Group, Inc., and formerly Vice- 

Governor, Federal Reserve Board. 
120 Broadway, New York, 
December 22, 1933. 


THE PRIZE LETTER CONTEST 


Many letters were received in re- 
sponse to the $25 prize contest which 
was announced in the November issue. 
It will be remembered that letters were 
to cover any one of the following topics: 


1. Will the service charges contained 
in the NRA banking code help the 
banks? 

2. Will the Federal guaranty of bank 
deposits be successful over a term of 
years? 
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3. What can the Government do 
further to help the banks? 

After a careful reading of the many 
letters submitted this month’s prize has 
been awarded to C. H. Haines, whose 
prize-winning letter is published below. 

Another $25 prize will be awarded for 
the best letter submitted before Febru- 
ary 23. The winner will be announced 
in the March issue. 

Letters may be on any banking topic 
and the award will be based on the 
originality of the idea expressed which 
should pertain directly to some problem 
of modern bank management. 

Letters should be not more than 300 
words in length and should be typed on 
one side of the page only. 


All letters should be addressed to: 


Contest Editor, THE BANKERS MaGa- 
Cambridge, 


ZINE, 465 Main 


Mass. 


street, 


WHAT CAN THE GOVERNMENT 
DO FURTHER TO HELP 
THE BANKS? 


Editor, THE BANKERS MAGAZINE: 

In this coming era the spirit of the 
times under the New Deal seems to be 
specialization, co-operation and a return 
to honesty in all dealings. With this in 
mind I think that the four greatest 
services our Government could perform 
for the banking business would be as 
follows: 

1. Require that commercial banks 
specialize in commercial banking by 
eliminating their savings departments as 
they are now eliminating their invest- 
ment departments and security affiliates. 

2. Allow no commercial bank to 
make long-term loans such as real estate 
mortgage loans because demand deposits 
should be kept liquid and not “frozen” 
for several years. 

3. Require that bank directors either 
attend directors’ meetings or resign. The 
practice has become too common of 
banks having mere figure-heads, who 
neither attend meetings nor are aware 
of what is transpiring in the affairs of 
the institution. Banks expect to get 
business because of the names attached 


or associated with their banks, and de- 
positors feel more secure because they 
trust the judgment of the well known 
business leaders directing their bank. 
Therefore a director should be required 
to direct. 

4. As a great many country and 
small city banks have not the facilities 
nor the men of experience to safely in- 
vest their secondary reserves as is shown 
bv the losses sustained over a period of 
years, I, therefore suggest the creation 
of a Federal Mutual Investment Trust 
under the supervision of the United 
States Government with a special charter 
allowing for the payment of interest on 
balances in multiples of one thousand 
dollars, and also providing for the pay- 
ment of accrued where it is necessary for 
a bank to withdraw a part of its balance, 
in an emergency, before the interest 
date. All profit after expenses and the 
provision of reserves for loss and depre- 
ciation should go to the participating 
banks in the form of quarterly interest. 


C. H. HAInes. 


WHAT CAN THE GOVERNMENT 
DO FURTHER TO HELP 
THE BANKS? 


Editor, THE BANKERS MAGAZINE: 

Uncertainty breeds fear and discon- 
tent. Therein lies the key to the solu- 
tion of our problem, for while a number 
of legislative reforms might be suggested 
to aid the banks at this time, it is a 
truism that recovery cannot be legislated. 
This leads naturally to the conclusion 
that the greatest help to the banks must 
come from that which will be of greatest 
benefit to our economic system as a 
whole. 

Until our banks can fully resume their 
primary function of providing ample 
credit for the industrial and business 
needs of the country, our program of 
recovery cannot go forward with all pos- 
sible speed. The uncertainty which at- 
tends the ultimate outcome of the mone- 
tary experiment now being conducted by 
the Administration is the underlying 
cause for the reluctance of banks to re- 
lease any appreciable amount of credit 
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for industrial use. With outright cur- 
rency inflation an imminent possibility 
the banks are confronted with a potential 
demand upon them, unprecedented even 
in the early months of 1933. The basis 
for this contention 1s found in the mone- 
tary history of every country which has 
resorted to this expedient in the past. 
Experience teaches that the only certain 
result of inflation is the destruction of 
public confidence in currency. Such a 
step would cause prices to sky-rocket, 
and the wave of distrust of the dollar 
which would sweep the country would 
result in a chaotic rush to convert them 
into anything of tangible value. 

While this shadow hovers over our 
economic horizon the banks must neces- 
sarily keep their funds in highly liquid 
form, even at the sacrifice of earnings. 
Just so long as this unhealthy condition 
exists, true recovery must be delayed. 

There can be but one solution to this 
problem—an immediate return to a 
sound monetary standard. Thus will 
the uncertainty be eliminated, and both 
banking and business may go forward 
hand in hand to a real recovery based 
upon a solid foundation. 

WILLIAM H. RocHe. 


NRA BANKING CODE WILL HELP 
THE BANKS 


Editor, THE BANKERS MAGAZINE: 
The schedule of service charges con- 
tained in the NRA banking code, as 


adopted by many regional clearing 
houses, will in time be recognized as one 
of the most constructive moves in the 
effort to improve our banking system. 

Elimination of the abuses formerly 
prevalent under the guise of competition 
will promote a healthier growth of bank- 
ing institutions and permit them to carry 
on their affairs without worrying over 
what new concessions are being made by 
competitors. 

The need for uniformity in the prac- 
tices covered by the schedule has long 
been recognized, but concerted action 
has been either totally lacking or has 
been of such a half-hearted nature that 
the benefits, if any, were short-lived. 
With the opportunity for such action 
presented at this time, it behooves every 
bank to adhere strictly to the schedule 
adopted by the regional groups, and to 
impress upon its customers the need for 
and advantages of such 
effort. 

In some instances the adoption of the 
schedule may prove a hardship, but these 
should be infrequent and _ confined 
mainly to those banks whose unwhole- 
some activities have necessitated such a 
schedule. Those well-managed banks 
who believe in a fair return for service 
rendered should find that they will re- 
gain some of their former business and 
be preferred over the others when new 
business is in view. 

Banks in the future will keep their 
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customers and secure new ones on the 
basis of sound policies, efficient manage- 
ment and the quality of their service 
rather than the quantity. Knowledge by 
the community of the efforts of its 
bankers to safeguard depositors’ and 
stockholders’ interests alike should re- 
establish the shaken confidence in banks 
and bring about a clearer understanding 
of the problems confronting the bankers. 
TimoTHy W. Goon, Jr. 


AN ANSWER TO THREE CUR- 
RENT BANKING PROBLEMS 


Editor, THE BANKERS MAGAZINE: 

No. 1. Yes and No. It will save 
them much expense and annoyance in 
handling many small, unprofitable ac- 
counts. It will bring considerable profit 
from a new source. It may make in- 
vestments in bank stock more desirable, 
but it will lessen the number of accounts 
handled and thereby narrow the other- 
wise broad and helpful influence of 
bankers in the local community. Net 
result should be helpful. 

No. 2. Yes. The Government will 
see that it is. Its operation will be far 
ahead of any similar experiment by 
states. Banks will be kept in better con- 
dition. Examinations will be more strict, 
especially as to loans to stockholders. 
Government has more say in national 
bank management than previously. It 
will add immeasurably to confidence in 
banks. No panics will be started by wild 
scares. 


No. 3. 


law 


liability 
should have been continued in all cases— 


double 


The 
new and old—and strengthened, not 
weakened. It would have created cau- 
tion, thereby lessening losses. Congress 
should reinstate it and make it mean that 
payment must be made in every instance 
where a call is made. That would have 
lowered assessments. 

Government should forbid loans with 
bank stock as collateral; forbid direct 
loans to officers or directors; greatly 
limit loans to stockholders except upon 
the best security; encourage legitimate 
loans for current operations and coun- 
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try’s general development; discourage— 
completely—loans for speculation. 
Under these conditions, investments 
in bank stock would be profitable and 
desirable. Banking operations would be 
helpful the country over, and—certainly 
—the banker would be more popular 
with every class. He would recover the 
position of high esteem which he once 
held among his countrymen, thoroughly 
deserved in the main but largely lost by 
actions of a few. He would be placed 
where he could render his fellows the 
fine service of which he is so capable. 
D. CoaLson. 


A THREE-POINT PROGRAM 


Editor, THE BANKERS MAGAZINE: 

The Government can help the banks 
by committing itself to a program based 
on three definite policies: 

1. Liquidation of postal savings over 
a ten-year period. 

With a Governmental guarantee on 
deposits there is no necessity for the 
Government to remain in competition 
with savings banks. When the Govern- 
ment ceases to pay 2 per cent. interest 
on savings (out of taxes collected) then 
savings banks can reduce their savings 
rate to a safe and sound figure. 

2. A public assurance of the strength 
and soundness of all banks qualifying 
for deposit insurance. 

A Governmental announcement of the 
strength and soundness of the banking 
situation operating under the Federal 
Deposit Insurance Corporation would 
bring millions of hoarded money back 
into circulation and create public con- 
fidence. With public confidence restored, 
the banks could re-enter the investment 
field and improve their earning position 
and begin to loosen up on loans. 

3. The Administration should do 
everything in its power to see that Con- 
gress does not “hog-tie’ banks with 
petty-minded legislation so that they 
cannot function in a normal manner. 

The Administration should do its ut- 
most to prevent meddlesome and spot: 
light seeking legislators from endeavor- 
ing to enact mischievous laws that will 
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not improve banking but stultify honest 
ambition and retard normal growth in 
the banking industry. 

DonaLpD B. SMITH. 


PRAISES FEDERAL DEPOSIT 
INSURANCE 


Editor, THE BANKERS MAGAZINE: 

Our country, still shaken by the 
frightful cataclysm of °29 and sapped of 
its morale by four years of deadly de- 
pression, is today in need of a great 
healing principle—confidence. We stand 
horrified by the revelations of the recent 
Federal investigations while thousands 
of closed banks with billions in “frozen” 
life savings stand as a challenge to the 
integrity of our banking system. To the 
everyday man only one institution has 
stood the test—the United States. Its 
word has been its bond, and its bond the 
only security. The honest banker must 


answer this challenge. 
Broadly speaking, our financial struc- 


ture is reared on two cornerstones—the 
depositor and the banker, and the test 
of the efhicacy of this Federal guaranty 
is that it benefits both. 

How does it benefit the depositor? It 
gives him the security he must have and 
which the banker must give, that his 
hard-earned savings will not be squan- 
dered in wild speculation. 

How will it benefit the banker? It 
will give the banking system a_rock- 
bound security backed by the United 
States itself. It will draw the hoarder’s 
funds back into circulation. WJith the 
easing of the depositor’s anxiety and the 
return of his confidence, the banker will 
no longer live in mortal terror of sud- 
den and unwarranted runs on his bank, 
which will improve the credit situation 
inasmuch as the borrower will no longer 
be subject to immediate call to provide 
funds for hysterical depositors. Thus 
will end the vicious circle. 

In summing up, what the bankers 
want is public confidence. What the 
people want is rock-bound security. 
Federal guaranty of deposits is designed 
to bring this about. Whatever the un- 


settled details of operation, the broad 
principle of this guaranty is sound and 
cannot help but be successful over a term 
of years. 

NED STRUMWASSER. 


WILL FEDERAL GUARANTY BE 
SUCCESSFUL? 


Editor, THE BANKERS MAGAZINE: 

Past experience, the psychological ef- 
fects, and the financial effects of deposit 
guaranty are all against the possibility 
of such a plan being successful over an 
appreciable period of time. 

In eight states, plans of a like nature 
have resulted in losses, through assess- 
ments, of over $43,000,000, and final 
deficits of over $93,000,000. The aver- 
age life of such plans, in these states, was 
only eight years. 

Psychological effects of the plan are 
likewise against it. Two great factors 
of sound bank management are: (A) 
the banker’s feeling of personal responsi- 
bility for depositors’ money; (B) the 
discouragement of unsound banking by 
depositors’ discrimination in selection of 
a bank. Deposit guaranty practically 
eliminates both of these safeguards— 
relieving the banker, to a great extent, 
of such responsibility, and lessening the 
necessity for a depositor to exercise care- 
ful selection in his choice of a bank. 
Liberality in credit and service will gov- 
ern the depositor’s choice—regardless of 
the fact that such liberality is not a sign 
of sound banking. Thus, sound banks 
will not only suffer immediate loss 
through unfair competition, but will 
later pay the bill when unsound banks 
close. 

The financial effects of deposit guar- 
anty are also disheartening. According 
to a recent Reserve City Bankers’ sur- 
vey, if such a plan had been in effect 
from 1930 to 1932, banks that closed 
(and those that would have closed in- 
stead of restricting deposits or infusing 
new capital) would have cost open banks 
8 per cent. of their deposits, or 48 per 
cent. of capital funds. Little imagina- 
tion is needed to visualize the effect this 
would have had. 
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By all logical deduction, this plan is 
unsound, will encourage careless bank- 
ing, and will prove unsuccessful over a 
term of years. 


R. E. Doan. 


FEDERAL GUARANTY DOOMED 
TO FAILURE 


Editor, THE BANKERS MAGAZINE: 

An analysis of the Federal guaranty 
of bank deposits convinces me that it is 
doomed to failure because it is econom- 
ically unsound. 

Instead of trying to prevent bank 
losses by good management, the guaranty 
law assumes that losses will occur and 
attempts to pro-rate them among banks 
belonging to the fund. 

This will encourage bad banking, for 
the banker no longer need werry about 
losses to his depositors. The depositor 
will go to the bank where it is easy to 
borrow since all banks would be equally 
safe. This would result in many un- 
sound loans to gain business. 

It has been argued that the guaranty 


would prevent bank runs by increasing 


confidence. Several states have already 
tried guaranty of bank deposits and none 
of them instilled confidence under ad- 
verse conditions. All these plans ended 
in failure with large deficits. 

I also believe that when the people 
find this is not really a Government 
guaranty but only means the banks in- 
sure each other, they will not have con- 
fidence in the plan under trying condi- 
tions. 

Changes in banking assets occur very 
slowly. Sound, liquid paper is slowly 
replaced with capital and speculative 
loans. With the encouragement of the 
guaranty law the next period of depres- 
sion would probably find the banks with 
more frozen and worthless paper than 
they had in this depression. 

The plan is also unfair to the large 
banks because they carry a large amount 
of deposits over $10,000 which would 
not be fully insured, but they must pay 
assessments on the entire amount of de- 
posits. 

This guaranty makes no provision for 
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accumulating a surplus in good times to 
help pay the losses of bad times. These 
losses might become so large in a depres- 
sion as seriously to impair the capital of 
many good banks. 

ROLLAND H. NEEsE. 


IMPROVEMENT IN BANK MAN- 
AGEMENT TO BE EXPECTED 


Editor, THE BANKERS MAGAZINE: 

It is not possible to answer this ques- 
tion categorically for the reason that the 
success of the present deposit insurance 
plan depends upon two unpredictable 
factors. The first is the number of bank 
failures which occur in the years to 
come, and the second is the volume of 
insured deposits of whatever banks may 
fail. Should these two factors bulk large 
in succeeding years, as in 1931-32, the 
breakdown of the guaranty provisions 
may be forecast with considerable assur- 
ance. Should failures be confined to a 
few small banks holding a negligible pro- 
portion of total insured deposits, on the 
other hand, the law may be expected to 
operate successfully. 

The whole problem, then, revolves 
around the extent to which bank failures 
occur, and this, in turn, depends upon 
the effectiveness with which the banks 
are supervised and the soundness with 
which they are operated. Although it 
contains some excellent provisions, the 
Banking Act of 1933 is not wholly sat- 
isfactory in the matter of the regulation 
of banking activities. Banking regula- 
tion and supervision, however, are not 
the only factors affecting the number of 
bank failures which may be expected to 
occur over a period of years. There are 
two other important considerations. 
First, the majority of the weaker banks 
have already been eliminated by the in- 
exorable forces of the depression period. 
Second, the bankers themselves have 
learned numerous lessons from the bitter 
experiences of recent years and are likely 
to proceed cautiously and soundly in the 
years ahead. 

In view of these facts, a decided im- 
provement in bank management in the 
years to come may be anticipated. This 











being the case, the deposit guaranty pro- 
visions of the present law may be ex- 
pected to work with some measure of 
success, provided that the value of bank 
investments is not seriously impaired, 
and the banks accordingly weakened, 
through the adoption of an unfortunate 
policy of inflation by the Federal Gov- 
ernment. 
FREDERICK A. BRADFORD. 


THE NRA CODE SERVICE 
CHARGES 


Editor, THE BANKERS MAGAZINE: 

Most bank depositors, whose accounts 
cause a loss to their banks, have no idea 
that such a condition exists. The blame 
for their ignorance lies not with them 
but with the banks throughout the 
United States which have not yet in- 
augurated a complete all-inclusive plan 
for charges for service such as “The 
Metered Charge for Bank Service Plan.” 

The merchant in every line of busi 
ness sets the price at which his wares 
are to be sold, and in so doing he aims 
to not only get actual cost, but a fair 
margin of profit. It is inconceivable 
that he would set his selling price at a 
figure which would result in his doing 
business with two-thirds of his custom 
ers in number constantly at a loss. On 
the other hand, banks have for years 
been doing this very thing, but deposi- 
tors have not been aware of it. 

By the inauguration of the metered 
service charge plan, which provides that 
each and every account must stand on 
its own, and that no account shall be 
handled at a loss, any depositor whose 
account shows a loss will automatically 
be apprised of that fact. He will at 
once realize that he either must build up 
his balance so it will maintain his ac- 
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count on a self-sustaining basis, or pay 
the charge—which charge is the difter- 
ence between the income the bank can 
realize from his balance and the cost of 
servicing his account. The metered plan 
is an incentive to the depositor to build 
up his balance to avoid paying the 
charge. He, therefore, cannot help 
realizing that it is simply good business 
for him to increase his balance whenever 
possible to do so to escape the direct 
charge. 

Under the NRA banking code, it is 
up to each and every bank to see to it 
that no account is handled at a loss. 


Leo D. KELLY. 
—©— 


SOME SUGGESTED SERVICE 
CHARGES 


WRITING in the ‘Commercial Bulletin of Bos- 
ton, Robert L. Studley, president of the 
Wellesley Trust Company, Wellesley, Mass., 
offers the following service charge schedule 
which will appeal to banker and depositor 
alike as being well thought out: 


1. Entering Bank: 


OF SEM BOGE 6 is te ovo ig 5a 'e SOR $ .50 
BO Me MOE 6 vcs sen saws a3 
2. Calling by telephone: 
Se a ae ere .10 
For each call thereafter ......... 05 
3. Askine for Delence ..5.6 .06scs 1.00 
4. Arguing over amount of balance: 
ee ree aaa are 05 
In quarrelsome manner .......... 2.50 
For eaCh theresieer 2... 6.6660 0s0% 5.00 
5. Spitting on the floor: 
PME osc arash ite aiety.c wa slnierst 05 
IPEIINS. scicioloins Wis-cle.b'y epucte Odors .10 
6. Speaking out of turn: 
DO CURING, «5 0\56o- disistbinceumente wes 1.00 
EO WE bc oe Gee sieeve 50 
To any Assistant Cashier ....... By 
20, DOE oS b.os ew aw ssewdees 15 


To any Vice-President ..... 
7. Keeping President from 


Golf Game 












CURRENT 


SPEECHES 


A MONTHLY DIGEST OF CURRENT SPEECHES OF INTEREST TO 


SUGGESTIONS FOR IMPROVING 
THE BANKING SYSTEM 


By WINTHROP W. ALDRICH 


Chairman Governing Board and President, 
The Chase National Bank of the 
City of New York 


Extract from a statement made before the 
Sub-Committee of the United States Senate 
Committee on Banking and Currency. 


NE very important contribution 

which the Congress can make 

toward the improvement of com- 
mercial banking is to so amend our legis- 
lation as to protect the sound bankers of 
the country from a type of competition 
involving certain undesirable banking 
practices which experience shows should 
be outlawed. In line with this the fol- 
lowing suggestions are made: 

Loans to Bank Officers. The Banking 
Act undertakes to legislate against a 
certain practice of which much embar- 
rassment and at times abuse has arisen. 
The Act prohibits an executive officer 
of a member bank from borrowing from 
another bank without reporting the fact 
to the chairman of the board of direc- 
tors of his own bank. Parenthetically, 
it is not very clear just what the chair- 
man of the board is to do with this 
information, nor what he must do if 
he himself is an executive officer and 
desires to borrow, nor is the situation 
covered where there is no chairman 
of the board. The important point is 
that the Act refers to borrowing only 
from another bank. An officer may 
borrow from any other source without 
making a report. There is no provi- 
sion covering borrowing from brokers, 
private bankers or others. It would 
seem that the rule should be that all 
executive officers of a member bank 
should report to the board of directors 
all of their borrowings above, say, some 
nominal minimum, related to the size 
of their salaries. Thus the board will 
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be informed of the obligations such of- 
ficers may be under to all those who 
are lending money. 

Bank Officers Participating in Syndi- 
cates. The Act should be so amended 
as specifically to prohibit executive ofh- 
cers of member banks from participat- 
ing directly or indirectly in syndicates 
which are offering securities to the pub- 
lic, or in trading accounts or pool opera- 
tions in securities which are dealt in 
publicly. As such executive officers 
may be called upon to make syndicate 
loans, and may be responsible for the 
formulation of the policies of their 
banks in connection with loans on stock 
and bond collateral, they should be pro- 
hibited from having any interest in or 
subscribing to any such syndicate or in 
joining in any such trading accounts 
or pool operations. Banking experience 
has conclusively demonstrated the un- 
desirability of participation by bank 
officers in transactions of this kind. 

Prohibitions Should Apply to Federal 
Reserve Directors. The Act should 
also prohibit both executive officers and 
directors of Federal Reserve banks from 
participating directly or indirectly in 
similar syndicates or pool operations. 
Directors of Federal Reserve banks oc- 
cupy a very delicate relationship to the 
whole credit machinery. Their deci 
sions profoundly affect both the money 
market and the securities market; con- 
sequently they should have no interest 
in syndicates which are offering securi- 
ties to the public or in trading accounts 
or pool operations in securities dealt 
in publicly. 

Outside Interest of Bank Officers. 
The Act should be so amended as to 
require an executive officer of a mem- 
ber bank to report to his board of div 
rectors every case where any such ofh- 
cer becomes a director, officer or mem- 
ber of the firm of or financial adviser 
to any outside interest, whether an in- 
dividual, corporation or partnership, 
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and if any fee or salary is paid for 
such service, other than ordinary direc- 
tor’s fee, the amount thereof. 

It is desirable that a bank officer, par- 
ticularly in large cities, should have his 
primary interest, and usually his exclu- 
sive interest, in the bank for which 
he works. Many exceptions to this rule 
may, of course, arise—especially in 
small communities. The important thing 
is that his board of directors should 
know and approve of any outside in- 
terest on the part of a bank officer. 
There are many occasions when an 
executive officer without question should 
be permitted to have an interest in and 
take a salary from an outside activity, 
but the law should require that his 
board of directors should be apprised 
of the details of every such instance, 
except in the case of ordinary directors’ 
fees, and should approve thereof. 

Loans for Reasons of Policy. The 
Act should contain a provision cover- 
ing loans made for reason of policy. 
Banking in America is competitive and 
it should remain competitive. It should 
always be open to a good customer who 
feels that he is not being treated prop- 
erly by one bank to take his business 
to another bank. But the level of com- 
petition in banking, as in every other 
business, should be regulated by cus- 
tom, by professional standards, and 
where necessary and possible by law, 
that banks will not do unsound things 
in their effort to get new business and 
to keep the business which they have. 

One rather serious and widespread 
outgrowth of competition between banks 
has been the making of loans which a 


New York City 


bank would prefer not to make on the 
strict merits of the loans themselves, but 
which none the less it may be tempted 
to make because borrowers are in a 
position to influence other important 
business of the lending bank or to 
bring important business to the bank. 
Such loans are made chiefly in the fol- 
lowing three connections: 

1. Loans to an officer of a depositor 
bank; 

2. Loans to an officer of a depositor 
business corporation; 

3. Loans to the financial agent of an 
important individual or partnership de- 
positor. 

In a large percentage of cases it is 
perfectly proper to make such loans. 
These borrowers may present entirely 
acceptable collateral, may handle their 
loans in a wholly proper way, and may 
have individual accounts which justify 
every consideration. But the situation 
would be less subject to abuse if there 
were added to the banking act a pro- 
vision that in every case where a loan 
is made by a member bank to individ- 
uals in relations such as those specified 
above, a report should be made by the 
lending bank to the board of directors 
of ‘the customer bank or corporation of 
which the borrower is an officer, or to 
the individual depositor or partnership 
for whom the borrower acts as financial 
agent, excluding, of course, cases where 
an individual acts as financial agent for 
the members of his family. The provi- 
sions suggested should not apply to ex- 
isting loans, or renewals thereof, but 
only to new loans if they are to be 
increased. 
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The lending bank would in such cases 
naturally inform the borrower in ad- 
vance that the law required the mak- 
ing of these reports, and the knowledge 
that the law existed would largely pre- 
vent improper requests from being made. 
Objection cannot be made to a provi- 
sion of this sort that it robs the officer 
of the depositor bank or corporation 
or the financial agent of the individual 
depositor or partnership of his privacy 
in financial transactions. He need not 
borrow from the same bank that his 
principal deals with if his loan can 
stand on its own merits. 


HANDLING THE “UNUSUAL 
TRUST” 


By JoHN BoDEN 


Assistant Cashier, Wells Fargo Bank & Trust 
Co., San Francisco, Cal. 


Extract from an address before the West- 
ern Trust Conference. 


OT infrequently, officers of the 

trust department have been 

called upon to act in the role 
of Jack-of-all-trades, functioning, as 
they often must, as advisers and even 
operators of heterogeneous types of 
business. They have been so compelled 
to exercise judgment far afield from 
their experience and training, a situa- 
tion oftentimes unfair to both the ofh- 
cers and their clients. 

We have all experienced our qualifi- 
cation as executor or trustee of estates 
which consisted in part of a business 
which had been wholly owned or con- 
trolled by the decedent. Often in such 
cases it is our duty to preserve such 
assets of the trust for beneficiaries, and 
to provide in a manner consistent with 
safety, the maximum possible income 
for them. Of course it seems inad- 
visable for us to directly take part in 
the actual management of outside busi- 
ness enterprises, but often in this man- 
ner such enterprises are thrown in our 
laps, and certainly we should not al- 
low them to drift, with only cursory 
reports to our management, merely be- 








cause we do not like to undertake re- 
sponsibilities that come with them. 

In dealing with assets of this descrip- 
tion there is generally need for kinds 
of knowledge and experience that can- 
not be wholly found in trust machinery, 
set up for the handling of real estate, 
listed securities, and so forth. What, 
in such instances, are we to do? It is 
obvious that all we can do is our best. 
By no stretch of the imagination can 
we give more than refined mechanical 
management; it is a makeshift manage- 
ment at best—usually, and properly 
pending advantageous disposition of the 
asset, and it is obviously impossible for 
us to provide that finesse that comes 
only with actual ownership. What most 
of us would probably do is to hire the 
best man we could find to run the 
business and then try to watch the 
man. The difficulties lie in deciding 
upon the proper course to pursue in 
hiring the right man to manage and 
in being able to intelligently judge the 
results of his work. 

I have often wondered if this is not 
a situation that would well call for 
assistance from the credit department 
of the bank. For after all, isn’t a credit 
aspect involved? Isn't the hard-headed 
credit man’s viewpoint as close to an 
owner’s viewpoint as any we can get— 
surely it is closer than that of an oper- 
ating trust officer. 

I have wondered if it might not be 
wise to evolve a department or unit 
or individual within the trust depart- 
ment, to devote himself exclusively to 
the needs of those unbalanced, or should 
I say unusual, trusts. Perhaps an in- 
dividual trained more along the lines of 
credit man than trust officer. Rather 
than legal knowledge, he might pos 
sess a wide general “business” training 
and experience and an analytical turn 
of mind. His duties should certainly 
not involve the responsibility of a trus 
tee’s major decisions, but he could as 
semble the necessary information and 
data, classify and analyze them, and 
present them with his recommendations 
to the trust officer who would then be 
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in a far stronger position than he is 
now to consider the matter and form 
his judgment, not only as to the policies 
to be followed in the present operation 
of the business, but also the prospective 
course of action to be taken in regard 
to the sale of or continuation of the 
business. 


THE PRACTICAL IMPOSSIBILITY 
OF A COMMODITY DOLLAR 


By BENJAMIN M. ANDERSON, JR. 


Economist of The Chase National Bank of 
the City of New York 


Extracts from an address before the Round 


Table, University Club, St. Louis, Mo. 


STUDY of the reactions of human 
beings in their relations to 
money leads to the conclusion 

that it is impossible, by artificial manip- 
ulation of the gold content of the 
dollar, to maintain a fixed level of com- 
modity prices. Human beings who have 
to use dollars simply will not stand still 
while the Government or the central 
bank is putting through the manipula- 
tions. They will, on the contrary, in- 
evitably, in order to protect their own 
interests, do things which will defeat 
the purpose of the Government or the 
central bank. 

The laws of money are not simple 
mechanical laws, subject to precise 
mathematical formulation. The laws of 
money are statements of the way in 
which human beings react when they 
are dealing with money. They are not 
made by government. They are not 
made by economists. They are dis- 
covered by economists through a study 
of the nature of the human mind, and 
through a study of the history of the 
behavior of men in dealing with money, 
supplemented by an analysis of such 
statistical data as are available bearing 
upon the mass of behavior of men deal- 
ing with money. 

Ordinarily, economic life goes on the 
assumption of a fixed value of money. 
Men usually concern themselves about 
the values of goods and take the value 
of money for granted. When, how- 
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ever, the value of the money itself 
comes into question, and men are un- 
certain as to what money will be worth 
a week hence, a month hence, a year 
hence or longer, a new complication 
arises and a new set of reactions mani- 
fests itself. 

We have today a fearful uncertainty, 
disturbing to all markets and to all busi- 
ness activity, regarding the future of 
the dollar. Contracts involving any 
length of time are exceedingly difficult 
to make. Fears and uncertainties are 
exceedingly paralyzing. Certainties are 
needed to restore confidence. A debased 
dollar of a definite and sure gold con- 
tent is surely to be preferred to an 
unanchored paper dollar which men fear 
may easily go much lower. A definite 
stabilization of the dollar, with fixed 
gold content of, say, 65 per cent. of the 
old par, with courageous resumption of 
redemption in gold and of the issue of 
new dollars against gold, at the fixed 
rate, would be immeasurably preferable 
to the existing uncertainty. I believe 


that if this were done, we would get 


would 
com- 


such a renewal of confidence as 
make a very substantial rise in 
modity prices in the country. 

The reaction of our people while our 
currency has been in process of depre- 
ciation, with no definite objective in the 
relation between gold and paper money 
publicly announced, has been one of 
bewilderment. Their reaction to a defi- 
nite, once-for-all debasement would be 
very different. A paper dollar, fluctuat- 
ing uncertainly between 60 and 70 per 
cent. of par, has much less effect in 
raising commodity prices than a gold 
dollar definitely fixed at 75 per cent. 
of the old value would have. Certain- 
ties are needed to generate confident 
action. 

Surely the demonstration is so complete 
that you cannot get a controlled point- 
for-point rise in prices, according to 
the mathematical theory of the devalua- 
tionist, by debasing the paper dollar in 
terms of gold or gold standard cur- 
rencies. But the danger is grave that 
you may get a wild and uncontrollable 
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speculative flare-up, of incalculable mag- 
nitude, wrecking the credit of the 
Government and everything else, if cur- 
rency manipulation continues until it 
frightens our 120,000,000 people, lead- 
ing them into a wild competition with 
one another in the effort to get rid 
of depreciating dollars. 


PROSPECTS FOR THE NEW YEAR 


By Cor. LEONARD P. AyRES 


Vice-President, Cleveland Trust Company 
Cleveland, Ohio 


Extract from an address before the Cleve- 
land Chamber of Commerce. 


T does not now seem likely that we 
are going to experience in 1934 the 
uncontrolled inflation that people 

everywhere are discussing. The chief 
reason why excessive inflation is unlikely 
is that it is inherently difficult to induce 
it in a country where nearly all busi 
ness is done by checks representing pri- 
vate bank credit instead of with Gov- 
ernment currency. 

The prospects are that we shall con- 
tinue to do business next year with 
money that is unsound, but not con- 
tinuously and rapidly depreciating in 
value. It seems likely that recurring 
threats against the integrity of our na- 
tional credit will force the Administra- 
tion into an irregular and unplanned 
crystallizing of a national financial 
policy with reasonable stabilization of 
values. 

It seems probable that in the months 
directly ahead business conditions will 
continue to be similar to those we have 
recently experienced, with the Adminis- 
tration attempting to stimulate business 
and lift prices by monetary manipula- 
tion, while price levels stubbornly re- 
fuse to rise far or fast, and business 
activity fails to expand in any marked 
degree. 

It now seems likely that 1934 will be 
another year of depression during which 
the physical volume of production will 
not be as great in any month as it was 
in July of 1933, or as small as it was 








in March, during the banking crisis. 
The financial warfare we are wag- 
ing against other nations in attempting 
to lift our prices through buying their 
gold with depreciated dollars will prob- 
ably lead to retaliations, trade restric- 
tions, and ill-will which will hamper 
the international co-operation in mone- 
tary policy which we shall necessarily 
seek later on. 

If fear about money and doubt about 
profits continue to characterize business 
sentiment next year, as seems indicated, 
the production of durable goods will 
probably remain relatively restricted, 
with continuing serious unemployment. 
In those conditions expenditures for un- 
employment relief will be very large, 
and taxes heavier. 

Under such circumstances price fluc- 
tuations in the security markets will 
probably be narrow and irregular. It 
may well prove as difficult in 1934 for 
the operator in the stock market to 
make speculative profits, or to find safe 
refuge for conserving funds, as it has 
been in the second half of 1933. 

The output of automobiles should be 
larger than that of this year. Farmers 
are receiving better prices for crops, 
and huge bonus payments for destroy- 
ing part of them, and they should be 
good customers for improved agricul- 
tural implements. Some lines of house- 
hold equipment may do fairly well. The 
prevalence of authoritative broadcasts 
should increase the demand for radios. 

We are going to have a great national 
debate about our money in 1934, and 
much discussion of those many features 
of our new program in which projects 
for the reconstruction of our economic 
order are clearly in conflict with busi- 
ness revival. From it all one principle 
will probably stand out in clear relief. 
It is that recovery has now become a 
more pressing problem than _ reform. 
Our greatest need is unemployment 
relief through business expansion, pro- 
moted by private enterprise, and 
financed with sound money. Probably 
1934 will be a year of slow progress 
toward material salvation, but rapid 
progress in economic education. 
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BANKER SEES CONTINUING 
NEED OF ADVERTISING 


By EUGENE W. STETSON 
Vice-President, Guaranty Trust Company of 
New York 
(In an interview with J. G. Donley) 

In Printers’ Ink 


HE idea that bankers have a special 

and unreasoning opposition to ad- 

vertising appropriations seems to 
have gained an apparent acceptance that 
is entirely at variance with the facts. 

The banker, as a student of financial 
affairs, has a full appreciation of the 
fundamental place of advertising in busi- 
ness. If he should not approve of a 
given advertising appropriation and plan 
it would be on the basis of his sincere 
judgment as to the business wisdom of 
the proposition, and not because of any 
lack of appreciation of the value of ad- 
vertising itself. 

That advertising is an indispensable 
factor in the profitable operation of 
many busin is recognized by the 
banker. 

From the banker’s viewpoint, the cru- 
cial test of the last few years has been 
a revelation of the tenacious hold which 
advertised products have gained upon 
consumer preference and have main- 
tained almost undiminished, in bad times 
as in good, because of the fact that their 
quality has been kept constantly before 
the public. 

With an earnest endeavor to be some- 
thing of a balance wheel, the banker has 
to take a different attitude toward fun- 
damental business trends from that of 
the advertising official who is advising 
the board on advertising. The banker's 
“show me” attitude is justified—not in 
the role of one who criticizes unduly, 
but as a constructive force. Open dis- 
cussion often brings out the basis for 
agreement on policy. 

If the banker does hold the purse 


strings, it is his obligation to give close 
scrutiny to advertising. It is the adver- 
tising man’s job to state his plan—where 
he is going, where he is to start and 
what he is to do in between, with plenty 
of convincing reasons for everything. 

I fully realize that the advertising man 
must keep abreast of changes in public 
tastes and preferences, that he must be 
alert to the need for capitalizing devel- 
opments of news value, and that he must 
constantly be searching for new, effec- 
tive appeals. Nevertheless, I feel that 
the fundamental requirement of keeping 
the quality of the product constantly be- 
fore the public should be kept firmly in 
mind at all times. 


OUR STATE BANKS AND THE 
GUARANTY 


By CHar_es E. SNYDER, JR. 
Executive Secretary, Allied Independent 
Banks of Kansas 


In The Kansas Banker 


HE majority of the sound Kansas 
banks will be in no wild rush to 


join the Federal Deposit Corpora- 
tion is the opinion of this writer. The 
question simmers down, he believes, to 
whether the non-guaranteed banks can 
survive in competitive cases. 

To the question of survival, however, 
the opposing banks have several answers. 
In the first place they believe that a 
sound bank which has long held public 
confidence need fear no appreciable loss 
of desirable business by remaining out 
of the guaranty. 

In the second place, the banks for the 
most part will be able to lose, if neces- 
sary, extra funds which they have been 
carrying as reserve—having no safe place 
in which to invest them—without any 
discomfort. 

Thirdly, comes the consideration of 
cost of the insurance itself. Many of 
the state banks feel that the assessments 
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under the insurance would cost them far 
more than the possible loss of some earn- 
ing power in a few departed accounts if 
they stay out. 

What the state banks will finally do 
is difficult to predict, but if indications 
run true to form, the majority of them 
will continue to stay out and await de- 
velopments. Many will hold to the be- 
lief that it will be far less costly to re- 
main out, even at the loss of some 
deposits. Some of them will get in 
quickly—some already have. Many be- 
lieve they can hold their customers re- 
gardless of whether they go in. Some 
have declared they will “stay out until 
the last dog dies,” and others say they 
will liquidate before going in. Most of 
them will wait and see. 


THE FUTURE FOR COUNTRY 
BANKS 


By A. B. Woop 
Cashier, State Bank of Bartley, Bartley, Neb. 


In the Central Western Banker 


OSSIBLY the lessons of the depres- 

sion will result in restraints upon 

the issue of bank charters which 
will permit the average bank to have 
enough business to do it on a prudent 
basis and survive. With the code so re- 
luctantly accepted by some bankers, we 
might see a change for the better. It 
is expected the code will achieve the 
dream of many bankers, the establish- 
ment of the self-regulating clearing- 
house system and the universal installa- 
tion of the service charge for services 
rendered. The lone wolf banker will be 
brought into line with his fellows and 
the timid banker who could not employ 
sound practices for fear of his competi- 
tor will be relieved of his fears. Hence- 
forth the customer is going to pay for 
what he gets. Under the fair practice 
code and service charge regulations he 
is going to bear the cost of the insurance 
of his deposits and every other service 
he gets. 
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But, while the inauguration of the 
policy of making the public pa} may be 
a quick way to end the losses and un- 
balanced costs of bank operation, it may 
also be attended by dangers. It is not 
difficult to stir up resentment against a 
policy which takes from the public some 
service or facility which it has been ac- 
customed to accept as a good-will offer- 
ing. It is particularly easy to stir up 
resentment against banks in general at 
the present time. Remember, that under 
free competition, before the days of the 
code, the person who did not like the 
policy of the hard boiled but careful 
banker who would not operate at a loss, 
could find his way down or across the 
street to another bank which would do 
business with him on a more favorable 
and consequently less conservative basis. 
This privilege of doing business with low 
standard banks forestalled criticism of 
banks that insisted on high standards of 
service and fees. But the bankers’ NRA 
code theory proposes the wiping out of 
free and easy banks. It will no longer 
be possible for a customer to register a 
kick against one bank by merely trans’ 
ferring his business to a competitor. 
Objections may easily translate them- 
selves into mass sentiment against all 
banks. In other words, the attitude with 
which the banker should approach the 
uniform fee problem should have service 
to the public uppermost. 

The method of collecting for services 
will not be difficult to establish, if the 
public is really sold on the fact that the 
services are worth while and valuable. 
We want to prevent excessive charges. 
But we do want to obtain a fair return 
for services rendered. 

The adoption of the practice may be 
dangerous, if it is not made clear first of 
all that the services are not only worth 
while, but that they are better as a re- 
sult of being paid for. It would be very 
easy for sentiment to be whooped up in 
favor of making every post-office a full- 
fledged bank if the public should become 
suspicious that bankers were gouging for 
fees and service charges. 












THE INDUSTRIAL DISCIPLINE AND THE 
GovERNMENTAL Arts. By Rexford G. 
Tugwell. New York: Columbia Univer- 
sity Press. $2.50. 


DISSATISFACTION with social conditions and 
with the way our advanced technical skill is 
being applied to the problems of existence is 
no new phenomenon. By now it is pretty 
thoroughly recognized by thinking people that 
we possess most of the material requisites for 
Utopia and have achieved something nearer 
Purgatory. Reactions to this realization have 
run mainly in two patterns: a nostalgic yearn’ 
ing for a return to the “simple life” of rus- 
ticity and mediaeval craftsmanship or a pas’ 
sionate impulse to adopt the Russian system 
in the name of an exploited proletariat—. 
both reactions highly emotional and both call- 
ing for the application of a considerable 
amount of gunpowder to our existing in- 
stitutions. 

It is a relief then to find that Mr. Tugwell 
can approach the situation with dispassion- 
ateness. He recognizes that a cheap-Jack 
New England town spilling its noise and 
motion on the summer night is not the apogee 
of human achievement. But he believes that 
the way to freedom lies through greater 
mechanization rather than less, that the suf- 
fering of the industrial worker comes not be- 
cause he is being displaced by machines, but 
because he is being inexorably forced to sub- 
stitute for machines not yet invented. 

With cool deliberateness the author ex- 
amines the successes and failures of laissez- 
faire, explaining why it was an improvement 
over the old mercantile system and why it 
has failed to function in the highly compli- 
cated conditions of modern business. He an- 
alyzes the complex structure of present-day 
industrial society, with its conflicts and 
unions, and evaluates the dangers and gains 
of unified production. 

“A nation of well-paid workers, consum 
ing most of the goods it produces will be as 
near Utopia as we humans are ever likely to 
get,” he tells us, and he believes this desidera- 
tum can best be attained through govern: 
mental control of many phases of industry. 
But this does not mean anything approaching 
fascism or communism; it means merely the 
applying of technical skill to social problems. 
Mr. Tugwell has the virtue of a constructive 
as well as a critical intelligence, and he pro- 
ceeds to outline some not too radical reforms 
that he believes would be effective in pro- 
viding the American people with more goods 
for a smaller amount of work. 

He is not in the least dogmatic in his 
Suggestions, and he recognizes that the same 
results might be obtained in some other way, 
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but he does demand experimental thinking 
and an open-minded attitude. ‘Theoretical 
adherence to any plan is not nearly so im: 
portant at present as the attitude implied in 
searching for alternatives. I am convinced, 
however, that our way of escape from con- 
temporary dilemmas lies generally in the di- 
rection of escaping conflict and discovering 
consent, . Unless we give our new tech- 
niques more liberty, unless, that is, we devise 
ways to free their potentialities, the contrast 
between what we are and what we might be 
will lodge itself more and more firmly in 
every worker's mind.” 

This book and its implications will bear 
careful attention from all economic-minded 
readers. 


THE AVAILABILITY OF BANK CREDIT. 
York: National Industrial 
Board, Inc. $3.00. 


AFTER publishing in May, 1932, a report on 
The Banking Situation in the United States, 
the National Industrial Conference Board 
next turned its attention to the question of 
whether legitimate demands for credit and 
industry were being denied. Questionnaires 
were sent to approximately 9000 industrial 
firms throughout the country, asking if any 
difficulty had been or was being experienced 
in obtaining banking accommodation required 
for legitimate business purposes, requesting 
full details in case difficulties had been en- 
countered, calling for information concern- 
ing other companies known to the reporting 
executive to have similar difficulties, and in- 
viting suggestions for the improvement of the 
credit situation. The analysis of the replies 
received was entrusted to members of the 
Conference Board’s Research Staff, headed by 
Dr. Ralph A. Young, who wrote the text 
of this volume as well as of the board’s earlier 
analysis of the banking situation. The results 
of their study were first made available in 
November of 1932. 

Although, owing to the impossibility of 
obtaining returns from all the country’s in- 
dustries and the incomplete or vague charac’ 
ter of some of the replies, the results cannot 
be absolutely conclusive, many interesting and 
illuminating facts about the percentages of 
businesses hampered by bank credit policies, 
the relative sizes of institutions affected, the 
purposes for which credit was sought and the 
bank’s reasons for refusing it are disclosed. 

The greater portion of the book is taken 
up with a minute analysis of the data re- 
vealed by the questionnaires, liberally illus- 
trated by tables and charts. At the end the 
author has added a brief summary of his and 
his associates’ conclusions as to the merit of 
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the credit policies pursued by banks during 
the depression and some suggestions for im- 
provements, including the greatly increased 
use of trade acceptances and the creation of 
special institutions or a Government system 
for intermediate term credits. The book, 
emphasizing as it does the havoc wrought 
when contracted credit follows on recession 
of business activities, yet at the same time 
taking’ cognizance of the difficulties faced by 
banks in encountering at once demands for 
greater liquidity and poorer and more ex’ 
tended credit risks, should hold much of 
value to the banker or business man inter- 
ested in the financing of American industry. 


BusINEss UNDER THE RECOVERY AcT. By 
Lawrence Valenstein and E. B. Weiss. 
New York: McGraw-Hill Book Company, 
Inc. $2.50. 


LaBor RELATIONS UNDER THE RECOVERY 
Act. By Ordway Tead and Henry G. 
Metcalf. New York: McGraw-Hill Book 
Company, Inc. $2.00. 


THE probable effect of the National Industrial 
Recovery Act on the country’s business activi- 
ties has provided a fertile field for journalists 
and writers on economic subjects. For any 
predictions that may be made are not only in- 
teresting weather signals for the future, but 
also in the nature of rules of the road for 
bewildered owners and managers. In these 
companion volumes offered by the Whittlesey 
House press the authors have endeavored to 
set up some guide-posts as to what the act 
will mean in the relationships between manu- 
facturers, jobbers, retailers and consumers 
and between employers and employes. 

Business Under the Recovery Act is essen- 
tially a forecast of exactly what effect the 
new law will have on the conduct of business 
enterprises. The authors hail the right to 
organization among companies as an oppor- 
tunity to enforce effectively those principles 
of fair competition and decent standards of 
employment and production which voluntary 
groups of industries have for long been inef- 
fectually trying to establish by spontaneous 
agreement. And, by analysing the lists of 
unfair practises discussed at such group meet- 
ings, they are able to make a convincing fore- 
cast of the direction in which reform will 
tend. If their conclusions are as correct as 
they seem, no business executive can afford 
to ignore their implications for his own busi- 
ness. The field is thoroughly covered with 
chapters on merchandising, selling, advertis- 
ing, the wholesaler, the retailer and associa 
tion advertising. In conclusion the authors 
outline the growth and workings of the car- 
tel system in Germany and predict some of 
the obstacles in the way of fraud and racket- 
eering that business reform in this country 
will have to face. 
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The authors of Labor Relations Under the 
Recovery Act have been long concerned with 
the problems of personnel administration, and 
in this volume they sum up the results and 
tendencies of labor organizations of recent 
years and affirm their conviction that the new 
act will serve to strengthen and spread the 
labor union movement in this country. They 
describe with a sympathetic interest the pos 
sibilities of joint employer-eemploye commit: 
tees, employes’ associations, labor unions and 
industrial councils, and outline the methods 
of procedure which they believe will bring 
about the best results under each plan. The 
growing strength and organization of labor 
they see, not as an alarming result of recent 
legislation, but as the natural outcome of the 
realization that a democracy which repudiates 
in its economic aspects the right of every 
individual to an adequate and satisfying life 
is really not a complete democracy at all. 

Both books contain appendices giving the 
text of the new laws and bulletins of the 
National Recovery Administration. 


NEW BOOKS 


BANKING ACT OF 1933 AND THE EMERGENCY 
BANK AcT OF 1933. Edited by John 
Edson Brady. Cambridge, Mass.: The 
Banking Law Journal. $2.00. 


The text of the acts, with explanatory notes 
and an index. 


WE Move IN NEw DIRECTIONS. 
Overstreet. New York: 
& Co. $3.00. 


A conception of our future social structure. 


By H. A. 
W. W. Norton 


THE ForGoTTEN MAN. By E. G. Shinner. 
Chicago: Patterson Publishing Co. $2.00. 


A. business 
system. 


man looks at our economic 


JORDAN ON INVESTMENTS. 
dan. New York: 
$4.00. 


A second and revised edition of this book 
on investment procedure. 


By David F. Jor 
Prentice-Hall, Inc. 


INTERNATIONAL ECONOMICS. 
rod. New York: 
$1.23: 

A simplified introduction to the problems 


of world economics, with a foreword by J. M. 
Keynes. 


By R. F. Har 
Harcourt, Brace & Co. 


THE New Prosperity. By Bernard London. 


New York: 

street. $1.00. 

An explanation of the author's plan for 
securing permanent employment, wise tax’ 
ation and equitable distribution of wealth. 


The author, 21 East 40th 
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Ed. Felix 
University of Chicago 


Tue Economic Worip Topay. 
Morley. Chicago: 
Press. $1.00. 

A survey of some of our present economic 
problems. 


INDUSTRIAL PURCHASING. 
Lewis. New York: 
$5.00. 

A comprehensive treatise on the science 
of purchasing for industrial needs. 


By Howard T. 
Prentice-Hall, Inc. 


ACCOUNTING THEORY AND PRACTICE; Ad- 
vanced Accounting. (Third rev. ed.) By 
Roy B. Kester. New York: Ronald Press. 
$4.50. 


INTERNATIONAL TRADE. 
Whale. New York: 
$1.25. 


A short survey of the monetary problems 
and regulation of international trade. 


By Philip Barrett 
Henry Holt & Co. 


FINANCIAL EXAMINATIONS. 
ton. New York: 
lishing Company. 


By F. W. Thorn’ 
American Institute Pub- 
$2.00. 
A handbook for auditors. 


MONEY AND BANKING. 
Steiner. New York: 
$4.50. 


A book describing the modern financial 
system for the general reader. 


By William Howard 
Henry Holt & Co. 


THE RoosEvELT ProGraM. By Cleveland 


Rodgers. New York: G. P. Putnam’s 
Sons. $2.00. 


A description and analysis of the Presi- 
dent's policies. 


A Hanpsook oF NRA Laws, REGULATIONS, 


Copes. New York: Federal Codes, Inc. 
$4.50. 


A compilation of the laws, official decisions 
and interpretations about the National Re- 
covery Act. Supplement service to Decem- 
ber 31, 1933. 


ConTeMPporaRY BANKING. By H. Parker 
Willis, John M. Chapman and Ralph West 


Robey. New York: Harper & Brothers. 
$5.00. 


Intended as a textbook for introductory 
classes in banking. 


PuBLic ACCOUNTING PRocEDURE; A Work’ 
ing Manual on Audits, Systems and In- 
come Taxes. By Lee McGinley. New 
York: Gregg Publishing Co. $2.50. 


THE Point AND FIGURE METHOD OF ANTIC- 
IPATING Stock PRICE MOovEMENTs. New 


York: Stock Market Publications. Paper, 
$2.00. 


Key to Stock MARKET PRICES. 
L. Ayres. New York: 
lications. $2.00. 

A study of the logic underlying trends in 
the stock market. 


By Edwin 
Stock Market Pub- 


INTERMEDIATE ACCOUNTING. Vol. I. By 
Jacob Bacchus Taylor and Hermann Clin- 
ton Miller. New York: McGraw-Hill 
Book Company, Inc. $3.00. 

A text book of accounting adapted to sec- 
ond year courses. 


POPULAR FINANCIAL DELUSIONS. 
L. Smitley. Philadelphia: 
Company. $3.00. 

A study of speculation. 


By Robert 
Roland Swain 


GERMANY ENTERS THE THIRD REICH. By 
Calvin Bryce Hoover. New York: The 
Macmillan Company. $2.50. 


WorRLD PROSPERITY AS SOUGHT THROUGH 
THE LEAGUE OF NaTions. By Wallace 
McClure. New York: The Macmillan 
Company. $4.00. 


THE THIRD AMERICAN REVOLUTION. By 
Benson Y. Landis. New York: Associa- 
tion Press. $1.75; paper, $1.00. 

An interpretation of the policies and legis- 
lation of the New Deal. 


FoREIGN BoNpbs: An 
Winkler. 
Company. 


Autopsy. 
Philadelphia: 
$3.50. 


A study of defaults and repudiations of 
the obligations of foreign governments. 


By Max 
Roland Swain 


THE FEDERAL RESERVE BOARD. 
O. Weyforth. Baltimore: 
Hopkins Press. $2.25. 

A treatment of credit control and the 

Federal Reserve structure. 


By William 
The Johns 


QUALITATIVE CREDIT CONTROL. 
liam E. Dunkman. New York: 
University Press. $3.00. 


A study of credit and the credit system, 
with a suggested program for its control. 


THe First CHAPTER OF THE NEW DEAL. 
By John A. Lapp. Chicago: John A. 
Prescott & Son. $3.00. 

A summary of the legislative accomplish- 
ments of the Roosevelt administration. The 
introduction is by Raymond Moley. 


By Wil- 
Columbia 


CONTROL FROM THE Top. 
son. New York: 
$1.50. 


A discussion of the political theories and 
system of the New Deal. 


By Francis Neil- 
G. P. Putnam's Sons. 
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SociAL Crepit. By C. H. Douglas. New 
York: W. W. Norton & Co. $2.00. 


A plan for solving our present economic 
troubles. 


THE RoosevELT REVOLUTION: First PHASE. 
By Ernest K. Kindley. New York: The 
Viking Press. $2.50. 

An account of the national policies and 
legislation since last March. 


Tur AMERICAN Way. By Earle Looker. 
New York: The John Day Company. 
An account of the program of the Ad- 

ministration, as it has been carried out so far. 


Wuat Everysopy WANTS TO KNow ABOUT 
Money. Edited by G. D. H. Cole. New 
York: Oxford University Press. $3.00. 


Monetary problems discussed by nine 
economists of Oxford University. 


ECONOMICS IN A NUTSHELL. 
Haney. New York: 
pany. $2.00. 

An outline of economics for the ordinary 
reader. 


By Lewis H. 
The Macmillan Com- 


An ANSWER TO CHaos. By Oliver Warren 
Johnson. Geneva, Ohio: The author. 


A plan for an economic system worked 
out on Edward Bellamy’s theory. 


AMERICA SWINGS TO THE 
Lee. New York: 
$1.50. 

A study of the present Administration’s 
attitude toward economic problems. 


Lert. By Alva 
Dodd, Mead & Co. 


THe Tax RACKET. 
Philadelphia: 
$1.00. 


By Ray E. Untereiner. 
J. B. Lippincott Company. 


A study of some of the fundamental prob- 
lems of taxation presented for the lay reader. 


NEW PAMPHLETS 


Nazi Cutture: The Brown Darkness Over 
Germany. By Matthew Josephson. New 
York: The John Day Company. 25c. 
In this pamphlet, No. 33 of the John 

Day series, Mr. Josephson depicts the Nazi 
regime as not only bringing perpetual autumn 
to German culture, but as threatening the 
civilization of the whole world. He denounces 
the program of forced labor, stunt propa- 
ganda, the doctrine of hatred, appeal to mass 
emotion; and calls on other countries “to 
draw a cordon sanitaire around the plague 
spot of Naziism. The more severe, the more 
widespread such action, the sooner it will be 
over with the Furor Teutonicus.” 
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THE NATIONAL RECOVERY PROGRAM. By 
James D. Magee, Willard E. Atkins and 
Emanuel Stein. New York: F. S. Crofts 
& Co. 50c. 

An analysis of the provisions of the Na 
tional Recovery Program relating to industrial 
recovery and increased employment: farm re- 
lief; and money, banking and finance. The 
causes leading up to the legislation are briefly 
outlined; recent laws, statements by the Presi- 
dent and codes are quoted in whole or in 
part; and the new measures are explained 
and their probable effects indicated. 


THE PrRoMISE OF Power. By Stuart Chase. 
New York: The John Day Company. 25c, 
Mr. Chase describes how he believes the 

proper use of electric power can remodel our 

civilization, spreading the population out over 
the country again, decentralizing production, 
eliminating monotonous unskilled jobs and 
making possible universally high standards 
of living. “But the price of this bright 

Utopia is an economic system which is based 

on use and function, not on debt and profit.” 


FINANCING THE CANADIAN GRAIN Crops. By 
R. A. Rumsey. 


In this paper read at the World’s Grain 
Exhibition and Conference at Regina, Sas- 
katchewan, last July, Mr. Rumsey, general 
manager of the Canadian Bank of Commerce, 
explains how the Bank Act, the Finance Act 
and the hedging system have rendered Cana- 
dian grain financing notable for its efficiency, 
flexibility and low cost. 


THE NRA. New York: 
News. 15c. 


A series of articles attacking the National 
Recovery Act. 


New York Labor 


OUTLINE OF THE “New DEAL”’ LEGISLATION 
OF 1933. By Howard S. Piquet. New 
York: McGraw-Hill Book Company, Inc. 
60c. 

A summary in outline form for teachers, 


students and the general reader. 


CoMMON SENSE AND THE Crisis. By Gabriel 
Wells. New York: Doubleday, Doran 
@ Co. 


A plea for an expansion in the currency. 


INFLATION AND YouR MONEY. 
Dufheld & Green. 15c. 


A discussion of inflation for the general 
reader. 


New York: 


FRozEN Bank Deposits; a Drag on Recow 
ery. New York: Committee for the Na 
tion, 205 East 42nd street. 

A survey of the effect of frozen bank de- 
posits on business recovery. 





THE BANK AND ITS EQUIPMENT 


A MONTHLY DEPARTMENT DEVOTED TO BANK ARCHITECTURE 
AND MODERN BANK EQUIPMENT 


The Problem of Ventilating the Bank 


By ALFRED HopPkINs 


The following is an extract from one of the chapters of ‘“Fundamentals of Good Bank 


Building,” by Alfred Hopkins. 


Mr. Hopkins is a distinguished New York architect 


specializing in bank work and ivis book is an authoritative treatise on the many prob- 
lems involved in building and planning the bank.—EpiTor. 


HAVE frequently gone into bank- 

ing rooms where the air is so vitiated 

that it is not exaggeration to say 
that it was vile. Such a state of the 
atmosphere we breathe, if not devitaliz- 
ing to health, is certainly so to mental 
alertness; and such a condition of servi- 
tude for the clerical force, if not repre- 
hensible on the part of the principles, is 
at least stupid. A merchant of long 
experience in the retail trade once said 
to me: “We do everything we can to 


od tt 


Seaside Bank, West Hampton Beach, Long Island, New York. 


Holmes, architect, New York. 


make our employes happy and comfort- 
able. They can either make us or break 
us.” While that statement may not 
apply with equal force to the bank’s 
personnel, the substance of it should be 
behind every plan that an architec 
draws. 

With the comfort of the employes in 
mind then, there is nothing more im- 
portant for the bank architect to con- 
sider than adequate means for natural 


ventilation. In fact, I have always 


| \ 
| Bas 
| A 


Charles A. 


Formerly of Holmes & Winslow. 
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afirmed, and I do so now afhrm, that 
it is the architect’s job to design his 
building so that it will ventilate itself. 
A well designed building needs no arti- 
ficial system of ventilation. 

This is how such a structure is de- 
signed. 

In order to properly “air” any apart- 
ment, as cur mothers used to call it, it 
is necessary to be able to establish a cur- 
rent of air across it. There must be 
windows on opposite sides or on oppo- 
site ends. This is a vital arrangement 
for adequate ventilation and the first 
requisite of every banking room. In 
buildings on interior lots the only pos- 
sible arrangement of window openings is 
front and back. Such structures may be 
“aired” longitudinally. And both by 
the simple process of opening a window. 

A high ceiling is a great help in sup- 
plying fresh air for it gives an increased 
reservoir of air to draw upon, and per- 
mits the fresh outside air to come in at 
a higher altitude, thereby avoiding 
draughts. Keep away from low ceilings 
if you want light and fresh air, and I 
call 18 to 20 feet a low ceiling and 30 
to 40 feet a high one. 

Though artificial ventilation is perhaps 
a bit technical, I cannot resist the temp- 
tation to go a little way into it, because 
formerly it was not unusual for the de 
luxe bank building to indulge itself in 
some form of complicated ventilating 
system. Such systems are highly theore- 
tical, and, as I have come to know them 
in use, function with a constantly de- 
creasing ratio of efficiency. They are 
expensive in first cost, dificult of prac- 
tical operation, and have very properly 
gone out of fashion. All systems using 
exhaust ventilation are, in my judgment, 
wrong in theory as they are usually in- 
effective in practice. They approach the 
solution of the problem from the negative 
side. 

The problem of ventilation is to sup- 
ply fresh air. The engineer’s theory of 
doing this is, that while his apparatus is 
supplying a given quantity of fresh air, 
it must at the same time be removing an 
equal amount of foul air. Fifty per 
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cent. of the mechanical effort is there- 
fore devoted to removing air which will 
remove itself, and the other 50 per cent. 
is expended in injecting heated air which 
is only half as refreshing as unheated 
air. On this analysis exhaust systems are 
75 per cent. inefficient, and that is about 
what I have found most of them. If 
fresh air is the thing wanted, why not 
provide it and let the foul air take care 
of itself? It has a handsome way of 
vanishing before a draught of pure 
ozone, That is what happens when you 
open a window. 

The only system of artificial ventila- 
tion that is always dependable is the one 
which takes the outside air at the outside 
temperature, filters it and blows it into 
the room in thin streams, at a_ high 
velocity, and in such a manner as will 
churn up the air content of the room 
and set it moving. It is a very simple 
matter to do all this. 

The infusion of fresh outside air into 
any warm, vitiated atmosphere has just 
the refreshing, vivifying quality that is 
most grateful. It is, in principle, 
equivalent to opening a window. If the 
windows can be opened without discom- 
fort, as they invariably can in the high 
banking room, that is the simplest and 
most effective form of ventilation. I'll 
admit it does not sound intensely scien 
tific, but what is wanted of the ventilat- 
ing system is not science but fresh air. 
Where the windows cannot be opened 
in rooms which require more than nor’ 
mal ventilation, the thin, cool stream of 
fresh air is the way to go about ventilat- 
ing. 

My firm designed for an important 
banking institution a successful ventilat- 
ing system for a series of small offices. 
The rooms were small because a large 


area for each was not as necessary as 
was the greatest possible number of in- 


dividual units in the available. 
These offices are frequently crowded for 
short periods and though each has an 
outside window, and a big one too, here 
was a condition requiring fresh air very 
urgently which had to be met by artifi- 
cial ventilation. A separate small venti- 


space 





THE BANK AND ITS EQUIPMENT 


To Relieve Crowded 
Banking Quarters 


| December, three more banks were added 
to the previous dozen who, since summer, 
have asked us to rearrange their congested 
banking quarters. 

These later ones were moved by the word of 
earlier ones whose changes, already finished, 
brought them relief at surprisingly small cost. 

We have never known a more favorable 
time for making such improvements. 


New leaflet of pictures and floor 
plans of banks recently remodeled 
will be mailed at your request. 


TILGHMAN MOYER CO. 


The Design, Construction and Equipment of Bank Buildings 
ARCHITECTS - ENGINEERS 
ALLENTOWN PENNA. 


lating unit for each office was provided. 
This unit projected the cool outside air 
up against the ceiling, where it diffused 
and refreshed the room without the 
slightest inconvenience. The ventilating 
fan started and stopped by an electric 
switch just as a light is turned on and 
off. It is by this method that for years 
we have ventilated our own draughting 
room. 

I recall the amusing young salesman 
who, long ago, sold me the contrivance. 
He described the machine in detail and 
wound up by saying breezily, “Why, 
Mr. So-and-so (mentioning the name of 
a distinguished competitor) says that 
since he put in our ventilating system 
the air in the draughting room is so 
fresh and invigorating that all the 
draughtsmen want to work overtime and 
no one ever makes a mistake!” I im- 
mediately signed a contract for two sys 
tems. I can’t say they produce quite 


the beneficent result my young friend 
claimed for them, but they do give us all 
the fresh air we need without the slight- 


THE NEW 


MOSLER 


ELECTRICALLY-CONTROLLED 
DELAYED MOVEMENT TIMELOCK 


For Bank 
Holdup 
Protection 


Locker with rotary 
hopper top for de- 
positing reserve 
cash without open- 
ing door, which is 
equipped with above 
timelock. There are 
many models of 
safes and lockers. 


THE MOSLER SAFE CO. 
New York Office: 
373 BROADWAY 


Factories: 


HAMILTON, OHIO 


est draught or discomfort in a room 
which is frequently overcrowded and 
where windows must be kept closed in 
cold weather since everyone must be as 
near as possible to the source of light. 
In such congested and special conditions 
artificial ventilation is the thing. In the 
great banking room it should never be 
required. 


— -(e)- — 


FIREPROOF VAULT SAVES 
MONEY AND SECURITIES 


THE Delaware National Bank and the H. S. 
Graham Hardware Company of Delhi, N. Y., 
were destroyed by a fire early this month 
which threatened to spread to other buildings 
in the down-town section. 

The bank’s money and securities were in 
a fireproof vault. The building, however, 
was completely razed after it caught fire 
from the hardware store next door. The lat- 
ter building also was a complete loss. 

The Fire Department fought the blaze for 
hours to keep it from reaching a church 
which stood next to the bank. They were 
hampered by a light breeze which made it 
dificult to bring the fire under control. 





EVERY TRUST DEPARTMENT 
SHOULD HAVE 


NEW BUSINESS 


FOR THE 
TRUST DEPARTMENT 


By 
T. T. WELDON 


Here in the pages of this book you 
will find everything you need to 
know about building upand main- 
taining the business of your trust 
department. Includes merchan- 
dising, advertising, selling and 
administration. Price... . $5.00 


Bankers PustisH1Nc Co., 465 Main St., CamsripGE, Mass. 

















ADVERTISING AND PUBLICITY 


A MONTHLY REVIEW OF CURRENT ADVERTISING AND NEW 





BUSINESS EFFORT BY AMERICAN BANKS 


Bank Letters for New Business 


By Atice A. KRETSCHMAR 


“Bank Letters Which 
this winter. 
standard for bank correspondence. 


Build Business,” 


Author of Effective Bank Letters 


The letters given in this article are taken from a book by Miss Kretschmar entitled 
which is scheduled for publication sometime 
These letters are to be regarded only as examples to stimulate a higher 
They were developed by the author in a series of 


forums for better bank letters which she» conducted in some of the country’s leading 


banking institutions.—EpITOoR. 


OOD sales letters are written only 

by those who have learned to 

measure human reactions under 
both known and postulated conditions. 
This type of letter distinguishes the man 
who is merely following approved sales 
principles and making a fair record 
under the law of averages from the true 
salesman who knows his job, himself 
and humanity in its individual and com- 
posite aspects. 

Since the sales letter is interrelated 
with the adjustment letter and the 
service letter in basic elements of pleas- 
ing, persuading and convincing, it is 
essential that every dictator should con- 
cern himself with specialized selling let- 
ters. 

The correspondent who has demon- 
strated his ability to write a good adjust- 
ment letter is usually better qualified to 
produce an effective sales letter—given 
salient facts—than the salesman enslaved 
by prescribed ritual. Rarely do we find 
a salesman—-successful or otherwise in 
face-to-face selling—who is able to com- 
pose a good sales letter, until his atten- 
tion has been drawn repeatedly to the 
necessity of weighing with minute ex- 
actness the reaction of his expression, 
and to injecting into it some semblance 
of the personality which presumably is 
required in meeting his prospective and 
present customers. 

Selling methods differ. All are not 
constructive, although they may sell over 
varying periods of time. Some are per- 
nicious-—-some hap-hazard, if that may 


be termed method. This is our formula, 
xe governed by sincerity: 
Attract favorable attention. 
Lead attention into interest. 
Develop description. 

4. Dispose of active or latent objec- 
tions. 


5. Gain action or build good-will. 


to | 
:. 
3 


This process is the basis of most en- 
deavor to win ourselves recognition, 
service and material possession. Analyze 
it for yourself the next time you want 
something, and afhrm or discover what 
an inherent part of your nature it has 
unconsciously become. The same pro- 
cedure applies when you seek to lead 
others to similar desires. 

Following are a few suggested letters 
designed to attract commercial accounts: 


Dear Mr. Atterbury: 

A commercial banking account may mean 
one thing to you today—but under changed 
conditions it might develop the conviction 
that you could have enjoyed earlier many 
helpful privileges had you sought a bank in 
favor of which you could check YES against 
all of these five questions: 

Has this bank a long and reputable record? 

Are the officers keen business men—men 
with diversified experience and practical judg- 
ment that should be valuable and available 
to me for counsel—if and when I want it. 

Will those same officers be ready to give 
to me on all occasions the kind of interest 
and service that I feel my account deserves? 

Is the bank in every department and func- 
tion well equipped to meet my best interests 
at any point to which these may develop, or 
in whatever business location in the city I 
may at any time select? 


bia | 
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‘Hotel Puritan ) 
1390 Commonwealth Avenue— |} 


Equipment, service, rates make this : 
‘‘The Distinctive Boston House’’ 


In a quiet section, yet but six | 
minutes from the business, 
and shopping district. 

Rooms with bath from $3.50 up 


B. M. Andrews, 


theatre 
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Will I be able to handle investments, loans 
and fiduciary matters with that bank to my 
satisfaction—now, or as these things come 
along in the years ahead? 

To each of these questions Consolidated 
National Bank and Trust Company can come 
back with an emphatic answer that it should 
prove to your interest and benefit to hear. 

After that it is a matter that we shall leave 
wholly up to your decision. 


Cordially, 


Dear Mr. Brown: 

There may be a few business men who 
would not welcome a silent partner like the 
one described here. But we doubt it. 

Generous resources, good judgment and 
high reputation; available at all times for 
counsel, still never obtrusive; someone in 
whom one could confide as much or as little 
as one might choose—yet who asked no pay 
other than a fair investment, the current rate 
of interest where actual funds were advanced, 
and a modest fee for special fiduciary service. 

Has it occurred to you that your bank 
might be such a partner? It could be— 
through the miere placing of a commercial 
banking account—provided the personnel of 
that bank is made up of practical men who 
have demonstrated their ability in business as 
well as in banking. 

Consolidated National Bank and Trust 
Company has served — business and 
other banking institutions since 18—. Today 
its ideas are vigorous and modern; its facili- 
ties adequate for every banking need. 

Our collections are in New York every 
morning when business opens, no matter how 
late received. Credit information which you 
may ask us to obtain will be prompt and to 
the point. There are other advantages we 
can present in their special relation to you. 

Will you let us show you what you can 


get from the Consolidated National? We 

should be satisfied just to talk things over, if 

you will let us know that you are ready. 
Very truly yours, 


Dear Conway: 

I have just received your kind invitation 
to attend the annual convention of the Pen- 
cil Manufacturers’ Association to be held in 

——— on June 22nd to the 30th. | 
Seid that the pressure of business does not 
permit me to accept. I deeply appreciate the 
courtesy. 

At the convention held last year, I was a 
guest at your invitation. You may remember 
that I was then connected with the First 
National Bank of —— During the 
past year I have become affliated with 
————_———— in New York. That enables 
me to offer to your company banking facili- 
ties which you would be well able to use in 
connection with the New York office recently 
opened by your firm. 

We are equipped to render complete and 
satisfactory service in that branch of banking 
in which your company would find itself most 
interested: complete out-of-town collection 
facilities: a modernly equipped and efficient 
credit department; and that all-important fac- 
tor, convenient location with one of our 
branches at ————th street and Fifth avenue 
—one block north of your New York office 

May I again express my thanks for your 
kind invitation to be with you next week, and 
the hope that we may be able to number you 
among our valued depositors in the very near 
future? 


Very truly yours, 


Dear Mr. Frost: 

Your business has expanded considerably 
of late—and the thought has come to me that 
with your new location in our neighborhood 
it is an opportune time to write you concern- 
ing the ability of this bank to assist you. 

Consolidated National has thoroughly re 
alized that in these days when time is so 
valuable special effort must be made to speed 
up all transactions—especially in your line, 
where so much of your business has to be 
conducted by messengers from your office. 
Our co-operation with our customers in this 
connection has proved especially valuable. 

As a national bank and trust company, we 
are able to handle all banking that may per- 
tain to both your business and_ personal 
affairs. 

I am sending you in today’s mail booklets 
and circulars compiled especially for our cus 
tomers. Within the next few days I expect 
to have occasion to go down town and shall 
call to see you. 

Consolidated National assures you of a 
cordial welcome and the co-operation of our 
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officers at all times should you decide to open 
an account with us. 


Cordially, 
Dear Mr. Driscoll: 


We have read with great interest your 
annual report and feel that you and your as- 
sociates are to be congratulated on the splen- 
did progress made and the excellent position 
reflected in your balance sheet. Your remarks 
pertaining to the opening of a branch office 
in this city, with the idea of increasing your 
sales in this section of the country, have par- 
ticularly held our attention. 

It is our belief that with the broadening of 
the scope of your activities the need for ad- 
ditional banking facilities arises; and we are 
confident that a connection with our bank at 
this time would be desirable. It would enable 
us to place at your disposal valuable services, 
which would prove of real assistance in carry- 
ing out the program you contemplate. 

The organization of our institution is 
formed along geographical lines and in such 
manner that states wherein similar business 
conditions exist are grouped together. Each 
district is directed by officers who are selected 
with regard to their knowledge of conditions 





within their territory—and through them we 
form the personal contacts so necessary in the 
proper handling of a banking connection. 
You will see, therefore, that in offering you 
a complete banking service it is with the as- 
surance that your problems will receive actual 
personal attention and every aid that a well- 
organized bank can give. 

Our credit files alone, consisting of records 
of several hundred thousand companies and 
individuals in this country and abroad, would 
be invaiuable to you in checking your old 
accounts and in determining new credits. 
Your collections, too, in any part of the world 
can be readily handled at a minimum cost 
through the excellent facilities our bank has 
made available. 

Should you by chance be in New York, 
we would be greatly pleased to have you call 
and become acquainted, so that you may see 
at first hand the functioning of the organiza- 
tion of which we are justly proud. Mr. X 
of our bank will in any event be in you 
city within the next two weeks; and he will 
be glad to give you a working picture of our 
service and to answer any questions that may 
come to mind. 

Very truly yours, 


Don’t Fail to Read... 


Merchandising for Banks, 
Trust Companies and 


Investment Houses 
By L. Douglas. Meredith, Ph. D. 


A Series of Articles now 
appearing each month in 


THE BANKERS MAGAZINE 





WHAT THEY SAY 


SIGNIFICANT EXTRACTS FROM CURRENT COMMENT 


THE PRESIDENT’S COURAGE 
AND LEADERSHIP 


The President has shown qualities of 
courage and leadership of which every 
citizen, regardless of politics, may be 
proud. He has shown himself ready to 
listen, but he always has the courage to 
act. Full credit is due him for what 
has been done in the last nine months. 
His feet will not be found in the path 
of false gods, and our prayer and be- 
lief should be that he will continue to 
provide the leadership which America 
and the world must have in their 
struggle toward recovery.—F. M. Law, 
President American Bankers Association. 


WAR DEBTS HAVE ONE FOOT 
IN THE GRAVE 

The financial collapse in Germany, 

for example, has finally disposed of the 

reparations problem, while for similar 

reasons the war debts issue if not en- 

tirely dead has at least one foot in the 
grave.—The Statist, London. 


“BANKING A DISCREDITED 
PROFESSION” 

Banking is today a_ discredited, 

hampered, governmentally - henpecked 

profession or occupation.— Dr. H. 


Parker Willis, in Yale Review. 


THE WORLD’S IMPROVED 
POSITION 

Irrespective of how we may react in- 
dividually to the various economic pro- 
posals of the year, dramatic as they 
have been and full of possibilities in 
their influence on our future, to my 
mind one fact rises above the mass of 
conjecture, theories and experiments that 
we have before us. That fact is the 
world at large has materially improved 
its position, and has been improving it 
for over a year. We are better off on 
practically all counts than we were a 
year ago.—Alfred P. Sloan, Jr., Presi- 
dent, General Motors Corporation. 
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“ROOSEVELT DOLLAR IS THE 
SOUNDEST MONEY ON THE 
FACE OF THE GLOBE” 


From every measure of currency value 
gold coverage, favorable trade balance, 
balanced budget—the Roosevelt dollar is 


the soundest money on the face of the 
globe now or at any other time. 


Hugh S. Johnson. 


Gen. 


RETURN TO GOLD STANDARD 
WOULD BRING RECOVERY 


If tomorrow it should be announced 
that this nation intends to go back to 
the gold standard at the valuation every 
preceding administration has held sacred, 
recovery from depression would be as 
sured.—Prof. Neil Carothers, in New 
York Herald Tribune. 


A STANDARD THAT WILL 
REMAIN 

The need that cries from the house: 
tops today is for financial integrity—a 
character standard to support, not only 
the currency, but the whole economic 
and social structure of the nation and 
the world. In America one or the other 
of contending groups will win its case 
and a definite policy be decided upon. 
But whatever the decision, the one 
standard will remain—integrity —Chris- 
tian Science Monitor. 


PROGRESS TOWARD SOCIALLY 
CONTROLLED PROSPERITY 


From the bottom of my heart I be- 
lieve that this beloved country of ours 
is entering upon a time of great gain 
That gain can well include a greater 
material prosperity if we take care that 
it is a prosperity for 120,000,000 human 
beings and not a prosperity for the top 
of the pyramid alone. It can be a pros 
perity socially controlled for the com- 
mon good. It can be a prosperity built | 
on spiritual and social values rather 
than on special privilege and special 
power.—Franklin D. Roosevelt. 
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BRIEF ITEMS FROM THE NEWS ABOUT BANKS AND BANKERS 


COMING BANKERS’ 
CONVENTIONS 


AMERICAN BANKERS ASSOCIATION. Willard 
Hotel and National Theater, Washington, 
D. C. October 22-25, 1934. 


AMERICAN INSTITUTE OF BANKING. Wash- 
ington, D. C. June 11-14, 1934. 


ANNUAL EASTERN SAVINGS CONFERENCE. 
Waldorf-Astoria Hotel, New York. January 
25-26, 1934. 


CENTRAL BANK MANAGEMENT CONFER’ 
ENCE. Indianapolis, Ind. Postponed until 
further notice. 


IowA BANKERS ASSOCIATION. 
termined, June 18-20, 1934. 

MissourRI 
15-16 1934. 

NATIONAL ASSOCIATION OF MUTUAL SaAv- 


INGS BANKS. Waldorf-Astoria Hotel, New 
York. May, 1934. 


New JERSEY BANKERS ASSOCIATION. Mid- 
Winter Conference. Trenton, January 18-19, 
1934. 

New Mexico’ BANKERS 
Franciscan Hotel, Albuquerque. 
postponed. 

New York MIDWINTER CONFERENCE. 
Federal Reserve Bank of New York. Janu- 
ary 19, 1934. 

NortH Dakota and SoutH Dakota 
BANKERS ASSOCIATIONS. Joint convention. 
Deadwood, S. D., July 2-4, 1934. 


OKLAHOMA BANKERS ASSOCIATION. Tulsa. 
May 8-9, 1934. 

SAVINGS BANKS 
STATE OF NEW 
Hotel, New York. 


Place unde- 


BANKERS ASSOCIATION. May 


ASSOCIATION. 
Indefinitely 


ASSOCIATION OF THE 
York. Waldorf-Astoria 
January 24, 1934. 


@ Ninety-seven per cent. of all bank 
accounts of the United States will be 
insured 100 per cent. after January 1 
was the prediction of Chairman Walter 
J. Cummings of the Federal Deposit 
Insurance Corporation. Chairman Cum- 
mings predicted that deposit insurance 
would forever end the fear of runs 
on banks which are members; that it 
would return large sums of money 
from hoarding; make it unnecessary 
for banks to carry large cash reserves; 
free credit and relieve unemployment 


G Meanwhile out in Englewood, IIl., a 
suburb of Chicago, President J. R. 
Nichols of the First National Bank of 
Englewood raised a protesting voice 
and announced that his bank would 
insure only if forced to do so. “Why 
should my bank,” he declared, “have 
to take a chance along with a lot of 
others when I know that they've got 
a lot of clowns, gamblers and politicians 
in the banking business now.” If the 
plan should look dangerous he said he 
would liquidate his bank. 


@ Late in December The Chase National 
Bank, New York, announced a program 
of recapitalization involving the sale 
of $50,000,000 of preferred stock to 
the R. F. C. and a write-down of 
$47,730,000 in capital through a reduc- 
tion of the par value of its ordinary 
shares from $20 to $13.55 a share. 
This will effect a cut in capital from 
$148,000,000 to $100,270,000. The 
capital thus released will be applied to 
writing down assets. 


@ New Hampshire's forty mutual sav- 
ings banks and ten guaranty savings 
banks have declined to participate in 
the Federal deposit insurance program 
and announced the organization of the 


Bank Buildings 


your present quarters or contemplat- 
ing new offices, we believe it will pay 
you to let us solve your problems. Years 
of experience in designing bank build- 
ings qualify us to perform these services 
for you perfectly and economically. 


7. you are considering modernizing 


Booklet sent upon request 


CHAS. A. HOLMES 


formerly of 
HOLMES & WINSLOW 
Established 20 Years 
153 E. 38th Street - New York 
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New Hampshire Savings Bank Associa- 
tion and the creation of a protective 
plan of their own. Proudly they 
pointed to the fact that during the 
last 30 years New Hampshire has had 
but one savings bank failure. 


@Ten of the twelve Federal Reserve 
banks operated last year at a net loss 
after payment of dividends and charges. 
Only two to show net profits were the 
Federal Reserve Bank of New York 
with $2,688,000 and the Federal Re- 
serve Bank of Chicago with $932,000. 
Losses are attributed to heavy write- 
down of assets, including buildings, 
plants and other fixed items. 


@The Federal Government has filed 
an equity suit against all twenty banks 
of the New York Clearing House 
Association and the bankers who served 
as the clearing-house committee. during 
the last two years to compel them to 
pay the depositors of the bankrupt 
Harriman National Bank and Trust 
Company in full. Suit is based on the 
Government’s contention that the clear- 
ing-house banks made a binding agree- 
ment during the crisis of 1932 to protect 
Harriman depositors if the Government 
would refrain from closing the bank, 
which action it was feared would pre- 
cipitate a general banking panic. The 
Harriman failed to reopen after the 
banking holiday and the banks claim 
that they were then relieved of respon- 
sibility. 


@ Alfred P. Sloan, Jr., president of 
General Motors Corporation, has an- 
nounced that he has accepted with 
deep regret the resignation of Edward 
R. Stettinius, Jr., vice-president of Gen- 
eral Motors, to become vice-chairman 
of the Finance Committee of the United 
States Steel Corporation. 


@ The Greater New York schedule of 
service charges on small checking ac- 
counts was adopted, it is reported, over 
the protest of several small banks in 
the city who claimed the code “will 
result in much unpleasantness, much 
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hardship to the customer and eventually 
much loss of business to small banks.” 
The protesting banks were the Amalga- 
mated Bank, the Fiduciary Trust Com- 
pany, the Federation Bank & Trust 
Company and the Dunbar National 
Bank. 


@ The Webster & Atlas National Bank 
of Boston was the first Boston national 
bank to co-operate with the plan of 
the Federal Government for further 
strengthening of the capital structure of 
American banks. The board of direc: 
tors voted to authorize an issue of 
$500,000 of 5 per cent. preferred stock. 
The new capital structure will consist 
of $500,000 of common capital; $500, 
000 of preferred capital; $300,000 sur- 
plus and undivided profits and $100,000 
of reserves. 


@ Thomas Branch McAdams, formerly 
executive vice-president of the State 
Planters Bank © Trust Company, 
Richmond, Virginia, has assumed _ his 
new duties as president of the Union 
Trust Company of Maryland, at Balti- 
more. Mr. McAdams, who is a former 
president of the American Bankers 
Association, succeeds Benjamin H. 
Brewster, Jr. in the post of president. 


@ Theophilus King, president of the 
Granite Trust Company of Quincy, 
Mass., announced on his 89th birthday 
gifts totalling $12,600 from the King 
Family fund to 46 churches and numer’ 
ous social organizations of all creeds. 


@ Charles S. McCain, chairman of the 
board of directors of The Chase Na- 
tional Bank, New York, is resigning to 
become chief executive officer of the 
United Light and Power Company, 
succeeding William Chamberlain. 


@Reports from Washington indicate 
that legislation to guarantee Treasury 
payment on bonds issued by the Farm 
Credit Administration and the Home 
Owners’ Loan Corporation will be asked 
of Congress by President Roosevelt. This 
would involve a total maximum guar- 
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anty of $4,000,000,000 which is the 
amount of bonds authorized to be issued 
by the two corporations. 


q Deposits in national banks in Kansas 
City, Missouri, as of December 30, show 
an increase of $9,000,000 over the 
October 25 figures, with the total of 
$250,000,000 down $21,000,000 from 
a year ago. 


@“Better times are here,” was the 
year-end statement of A. P. Giannini, 
chairman of the board of Bank of 
America, San Francisco. “A forecast 
seems to me unnecessary,” he said. 
“What we need today is a recognition 
of the improvement that has already 
taken place.” 


@From November 9 to January 1, 
3391 banks, not members of the Federal 
Reserve System, were helped to qualify 
for membership in the Deposit Insur- 
ance Fund by the Reconstruction 
Finance Corporation. These banks, all 
state institutions, received a total of 
$248,373,350. 


@Harvey Couch, a director of the 
Reconstruction Finance Corporation, 
stated that the bank-aid program did 
not presage government control of 
banking and pointed out that the 
Reconstruction Finance Corporation 
took a management contract only when 
the sound capital of an aided bank 
amounted to less than 50 per cent. of 
the corporation’s participation or a bank 
fell behind on two payments of interest. 


@The Northwestern National Bank 
and the Minnesota Loan & Trust Com- 
pany of Minneapolis have consolidated 
under the name of the Northwestern 
National Bank and Trust Company of 
Minnesota. The resulting institution 
will have deposits in excess of $90,000,- 
000. 


GJohn McHugh, chairman of the 
executive committee of The Chase Na- 
tional Bank, New York, has announced 
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his resignation as an officer and director 
of the bank. He will continue in his 
present capacity as chairman of the 
Discount Corporation. After a vaca- 
tion in California he will make his 
headquarters at the office of the Dis- 
count Corporation. 


@ New York, State Superintendent of 
Banks Joseph A. Broderick believes 
that the stage is set for unification of 
all banking institutions through mem- 
ship in the Federal Reserve System. 
In his annual report he advocates a 
program of legislation designed to bring 
the banking laws of New York into 
conformity with those of the national 
Government. 


@ An insurance plan for building and 
loan associations, savings banks and 
other home financing institutions along 
lines similar to those provided for 
commercial banks by the Federal De- 
posit Insurance plan is being studied 
at Washington. There is widespread 
interest, it is reported, in the possibility 
of developing an insurance plan adapted 
to the peculiar needs of building and 
loan associations, co-operative banks 
and mutual savings banks. 


@The Rhode Island Hospital Trust 
Company, Providence, R. IL, is segre- 
gating its commercial banking business 
from its trust business by the organiza- 
tion of a new national bank to be 
known as the Rhode Island Hospital 
National Bank with capital and surplus 
of $5,000,000. The new bank will 
be a member of the Federal Reserve 
System and will carry on all of the 
commercial and foreign business that the 
Rhode Island Hospital Trust Company 
has been doing. The trust company 
will withdraw from the Federal Reserve 
System. 


@ Commenting on the steady growth 
in the number of stockholders of 
banking institutions, a newly-published 
survey, Annual Reports to Stockholders 
of Banking Institutions, states that 
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“these stockholders can be a_ large 
factor towards contributing to the 
goodwill and business of a bank and 
that the development of their co-opera- 
tion is of importance. As a step in 
this direction,” it is pointed out, “there 
seems to be a tendency among banking 
institutions to enlarge upon the infor- 
mation contained in their annual reports 
to stockholders. There appears to be 
a belief that complete reports serve to 
strengthen the confidence of both the 
shareholders and depositors.” The sur- 
vey was made by the Policyholders’ 
Service Bureau of the Metropolitan 
Life Insurance Company. 


@ According to the annual review of 
Colonel Oliver J. Troster of Hoit, 
Rose & Troster, the outlook for higher 
market levels for New York city bank 
stocks depends on three principal fac- 
tors. “1. Revision of the permanent 
deposit insurance plan of the Glass- 
Steagall Act, which carries the possi- 
bility of unlimited assessments upon 
the banks in order to replenish the 
funds of the insurance corporation; 
2. Stabilization of the dollar, with re- 
sultant beneficial effect on bonds and 
improvement in conditions for extend- 
ing credit; 3. Clarification of the ques- 
tion as to how much further possible 
additional legislation will go.” 


@ The Guaranty Trust Company, New 
York, is distributing to business ex- 
ecutives a ninety-six page booklet on 
“A Bank’s Relations with Its Cus- 
tomers,” written by Stuart H. Patter- 
son, vice-president and controller. The 
booklet is, in effect, a text on commer- 
cial banking from the standpoint of 
both banker and bank customer. Some 
of the chapter headings are: “Borrow- 
ing Money from a Bank,” “Functions 
of the Federal Reserve System,” “Some 
Pitfalls in Business,” ““Means of Watch- 
ing and Testing Financial Condition,” 
“Bank’s Analysis of Borrower’s Credit,” 
“Foreign Service Rendered by Banks 
and Trusts and Other Fiduciary Serv- 
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